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3.       SIZE  AND  CHARACTERISTICS  OF  MONTANA'S  UNINSURED 
POPULATION 


ESTIMATED  SIZE  OF  UNINSURED 
POPULATION  IN  U.S.,  1987 


Point-in-time  estimate:  34-36  million 


Uninsured  entire  year:  24.5  million 


Uninsured  part  of  the  year:        23.3  million 


Uninsured  at  some  time 

during  year:  47.8  million 


Source:         Short,  AHCPR,  National  Medical  Expenditure  Survey 
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4.       MONTANA  HEALTH  CARE  SPENDING  AND  UTILIZATION 


ESTIMATED  HEALTH  CARE  SPENT)CSG  IN  MONTANA  1992 

SOURCES  OF 

EXPENDITURES 

TOTAL  SPENDING 

(in  S  millions) 

SOURCES  OF  DATA 

Blue  Cross/Blue  Shield  of  Montana 

$212.9 

Information  from  Blue  Cross/Blue  Shield  Armual  Repon, 
includes  expenditures  for  self  insured  plans  administered 
by  Blue  Cross/Blue  Shield. 

All  Other  Private  Insurers 

S191.4 

Montana  Insurance  Depanment,  direct  premiums  earned 
by  companies  licensed  in  the  accident  and  health 
categon-. 

Other  Self  Insured  Plans 

-$150.00 

Accurate  aggregate  information  on  health  care  spending 
by  self-funded  plans  not  available.   Figure  is  very  rough 
estimate  of  health  expenditures  made  by  self-funded 
plans  not  administered  by  Blue  Cross/Blue  Shield. 

Other  Private  Sources 

-$60.00 

Includes  health-related  philantrophic  contributions  and 
other  non-patient  care-related  provider  revenues. 
Estimate  developed  by  applying  percentage  of  total 
national  expenditures  for  health  services  and  supplies  in 
1991  attributed  to  this  catergory  3.3%  to  estimate  of 
total  health  care  spending  in  Montana. 

Out  of  Pocket  Spending 

$358.00 

Estimate  derived  by  applying  percentage  of  total  natural 
e.xpenditures  for  health  services  and  supplies  in  1992 
attributed  to  this  category  19.8%  to  the  estimate  of  total 
health  care  spending  in  Montana. 

Medicaid 

$248.2 

Total  Medicaid  expenditures  according  to  Montana 
Medicaid  2082's  for  1992. 

Medicare 

$328.0 

Health  Care  Financing  Administration,  Office  of  Direct 
Reimbursement. 

Workers'  Compensation  (Medical) 

$55.3 

Estimate  provided  by  Workers'  Compensation  Claims 
Assistance  Bureau. 

Automobile  Insurance  (Medical 
Coverage) 

-$21.0 

Assumes  7.8%  of  auto  insurance  premiums  are  applied 
to  medical  claims,  based  upon  Montana  experience  of 
State  Farm  Mutual. 

Federal  Spending 

Indian  Health  Service 

$87.2 

Reported  by  Indian  Health  Service,  Billings  Region 

Active  Duty  Militarv' 

S5.2 

Reported  by  Department  of  Defense 

Veterans  Administration 

$37.5 

Reponed  by  Veterans  Administration 

ESTIMATED  HEALTH  CARE  SPENDING  IN  MONTANA  1992 

SOURCES  OF 
EXPENDITURES 

TOTAL  SPENDING 
(in  $  millions) 

SOURCES  OF  DATA                             | 

CHAMPUS 

-S12.0 

Based  upon  1993  spendmg  of  S13.3  million  reported  by 
CHAMPUS 

Other  State  and  Federal  Spending 
(non-Medicaid) 

-$25.6 

Based  upon  FY  1991  estimate  of  S23.8  million  prepared 
by  the  Health  Services  Division,  Department  of  Health 
and  Environmental  Sciences.   Updated  by  7.5%  to 
develop  1992  estimate. 

Local  Health  Spending 

-:-:■; 

m 

Health  and  Sanitation 

$1.7 

Montana  Biennial  repon,  figure  represents  only  local 
taxes  specifically  earmarked  and  does  not  include  local 
health  expenditures  from  general  revenues. 

Hospital  Districts 

$1.2 

Montana  Biennial  report,  figure  represents  onlv  local 
taxes  specifically  earmarked  and  does  not  include  local 
health  expenditures  from  general  revenues.                        H 

TOTAL  ESTIMATED  SPENDING 
STATEWIDE 

$1,795.20 

Data  compiled  by  Health  Systems  Research,  Inc. 

F:\Montaiia.854\Expend 
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5.       MONTANA  HEALTH  CARE  RESOURCES 


ESTIMATED  PHYSICIANS  IN  MONTANA 


COUNTY 

#  ACTIVE 
PHYSICIANS 

PRIMARY  CARE 
PHYSICIANS 

"MUA"  STATUS 

TOTAL 

1,244 

591 

Beaverhead 

10 

7 

PARTIAL 

Big  Horn 

12 

12 

sf 

Blaine 

2 

2 

sf 

Broadwater 

3 

2 

Carbon 

7 

5 

Carter 

0 

0 

Cascade 

170 

62 

PARTIAL 

Chouteau 

3 

3 

sf 

Custer 

21 

12 

Daniels 

2 

2 

Dawson 

8 

6 

Deer  Lodge 

14 

9 

Fallon 

2 

2 

Fergus 

15 

10 

Flathead 

116 

49 

Gallatin 

88 

44 

Garfield 

0 

0 

Glacier 

11 

10 

V 

Golden  Valley 

0 

0 

>/ 

Granite 

1 

1 

V 

Hill 

22 

9 

Jefferson 

7 

4 

Judith  Basin 

0 

0 

V 

Health  Systems  Research.  Inc. 


COUNIY 

#  ACTIVE 
PHYSICIANS 

PRIMARY  CARE 
PHYSICIANS 

-MUA"  STATUS 

Lake 

22 

19 

PARTIAL 

Lewis  &  Clark 

103 

48 

Liberty 

2 

2 

Lincoln 

16 

10 

Madison 

6 

5 

PARTIAL 

McCone 

1 

1 

Meagher 

1 

1 

V 

Mineral 

3 

2 

nA 

Missoula 

207 

69 

PARTIAL 

Musselshell 

2 

2 

>^ 

Park 

15 

13 

Petroleum 

0 

0 

v^ 

Phillips 

2 

1 

PARTIAL 

Pondera 

6 

4 

PARTIAL 

Powder  River 

0 

0 

^ 

Powell 

4 

3 

Prairie 

0 

0 

V 

Ravalli 

23 

12 

PARTIAL 

Richland 

12 

6 

Roosevelt 

11 

10 

yf 

Rosebud 

6 

5 

Sanders 

4 

3 

Sheridan 

3 

3 

Silver  Bow 

66 

27 

Stillwater 

5 

4 

Sweet  Grass 

1 

1 

PARTIAL 

Teton 

2 

2 

Health  Systems  Research,  Inc. 


COUNTY 

#  ACTIVE 
PHYSICIANS 

PRIMARY  CARE 
PHYSICIANS 

"MUA" STATUS 

Toole 

2 

2 

Treasure 

0 

0 

sf 

Valley 

7 

3 

^ 

Wheatland 

1 

1 

1  Wibaux 

0 

0 

PARTIAL 

j  Yellowstone 

283 

81 

PARTIAL 

Source:  Montana  Department  of  Health  and  Environmental  Sciences'  "County-Based  Health 

Planning"  Book 
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Montana  Indian  Health  Services 


Service  Unit 

No.  Positions/Specialty               l 

Blackfeet  Hospital 

3  -  OB/GYN  (1  -  vacant) 
1  -  Radiology  (vacant) 
7  -  Family  Practice  (1-CC) 

1  -  Internal  Medicine 

2  -  Pediatricians  (1-CC) 

Crow  Hospital 
Lodge  Grass  Health  Center 

2  -  OB/GYN 

7  -  Family  Practice 

1  -  Internal  Medicine 

1  -  Pediatrician 

2  -  Family  Practice 

Fort  Belknap  Hospital 

3  -  Family  Practice  (1-CC) 

2  -  General  Practice  (1-CC)                     1 

Fort  Peck  -  Poplar  Health  Center 
Wolf  Point  Health  Center 

4  -  Family  Practice 

1  -  Emergency  Medicine 

2  -  Family  Practice 

1  -  Internal  Medicine 

Northern  Cheyenne  Health  Center 
V 

2  -  Family  Practice  (1-CC) 
2  -  General  Practice 
1  -  Internal  Medicine 
1  -  Pediatrician 

1            Rocky  Boy  Health  Center 

1  -  Family  Practice 
1  -  General  Practice 
1  -  Pediatrician 

Flathead  Health  Center 

1  -  Internal  Medicine  (1-CC) 

Area  Office 

(provides  physician  coverage 

for  other  IHS  facilities) 

1  -  Internal  Medicine/EPI 
1  -  Family  Practice  (1-CC) 
1  -  General  Practice  (1-CC) 
1  -  General  Medical  Officer 

Source:   Indian  Health  Service,  March  1994 
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6.       MONTANA  REVENUE  SOURCES 
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II.        INTEGRATION  OF  INDIAN  HEALTH  SERVICE 
AND  VETERANS  AFFAIRS  BENEFITS 


THE  POTENTIAL  FOR  INTEGRATION  OF 

INDIAN  HEALTH  SERVICE  AND  VETERANS  AFFAIRS  PROGRAM  BENEFITS 

IN  MONTANA'S  HEALTH  CARE  REFORM  PROCESS 

Introduction 

Senate  Bill  285  requires  that  the  Montana  Health  Care  Authority  explore  the  "integration,  to  the 
extent  possible  under  federal  and  state  law,  of  benefits  provided  under  the  health  care  system  with 
benefits  provided  by  the  Indian  health  service  and  the  United  States  department  of  veteran  affairs 
and  benefits  provided  by  the  medicare  and  medicaid  programs".  The  purpose  of  this  report  is  to 
relate  the  Authority's  continuing  efforts  at,  first,  responding  to  the  statutory  language  regarding 
integration  of  benefits  of  the  Indian  Health  Service  and  Veterans  Affairs,  and,  second,  responding 
to  the  various  groups  and  individuals  who  would  be  affected  by  the  integration  suggested  in  the 
statute.  (A  discussion  of  the  potential  for  integrating  Medicare  and  Medicaid  benefits  is  contained  in 
Volume  I  of  the  overall  report)  The  Indian  Health  Service  (IHS)  and  Veterans  Affairs  (VA)  health 
delivery  systems  receive  all  or  most  of  their  funding  directly  from  the  federal  government  and 
provide  services  to  specific  target  populations.   The  components  of  these  service  delivery  systems 
(hospitals,  cUnics,  physicians,  etc.)  have  been  included  in  the  relevant  presentation  of  resources  in 
the  "Statewide  Health  Care  Resource  Management  Plan,"  found  in  Volume  EQ  of  the  overall  report. 

The  integration  of  federally  funded  deUvery  systems  into  a  reformed  health  care  system  in  Montana 
would  require  specific  federal  action  and,  in  the  case  of  IHS,  negotiations  with  individual 
sovereign  tribes.  Therefore,  the  ultimate  structure  and  extent  of  the  possible  integration  of  these 
delivery  systems  is  still  unclear.  However,  continuing  communications  between  the  Authority  and 
tribal  representatives,  IHS  officials,  VA  officials,  miUtary  personnel,  veterans,  and  Indian  people 
have  resulted  in  a  better  understanding  by  the  Authority  of  issues  which  are  central  to  each  of  these 
areas.  Irrespective  of  the  outcome  of  the  deliberations  on  comprehensive  health  care  reform  during 
the  1995  Montana  legislative  session,  these  discussions  should  continue  in  efforts  to  make 
appropriate  and  affordable  health  care  available  to  all  Montanans. 

In  order  to  truly  understand  the  potential  for  integrating  IHS  and  VA  benefits  into  Montana's  health 
care  system,  it  is  first  necessary  to  understand  the  two  deUvery  systems  in  terms  of  who  they 
serve,  the  facilities  they  operate,  and  their  ability  to  coordinate  with  state-level  reform.  For  the 
IHS  and  the  VA  health  care  delivery  systems,  then,  the  following  areas  are  discussed:  information 
on  the  populations  served,  including  any  information  on  hmits  or  restrictions  to  services  which  are 
placed  upon  the  target  populations;  facilities  and  services  provided  by  the  system  and  the  funding 
of  those  services;  and,  the  possibilities  and  possible  limitations  of  the  coordination  of  the  federally 
funded  health  systems  relative  to  state  health  care  reform. 

Indian  Health  Service 

The  mission  of  the  IHS  is  to  provide  a  comprehensive  health  services  delivery  system  for  Indian 
people  and  Alaskan  Natives  with  the  goal  of  improving  the  health  status  of  these  populations.  To 
achieve  this  goal,  the  IHS  has  developed  a  health  care  system  that  provides  both  clinical  and  pubhc 
health  services.  The  total  nationwide  IHS  budget  for  federal  fiscal  year  (FFY)  1992  was  $1.5 
bUlion.  It  is  important  to  note  that  more  than  one  federal  waiver  may  be  necessary  if  the  IHS  and 
Montana's  tribes  and  urban  clinics  agreed  to  pool  funding  mechanisms  with  a  new  health  care 
delivery  system.  Different  appropriations  are  made  to  the  IHS  based  on  whether  the  covered 
services  are  provided  on  or  off  reservation  and  whether  they  are  secured  through  contract  with 
non-IHS  health  care  providers. 


Montana's  Indian  Population.  According  to  the  Billings  Area  Indian  Health  Service  Office, 
there  were  55,625  enrolled  members  of  tribes  living  in  Montana  as  of  March  1993.  Bureau  of 
Indian  Affairs  figures  indicate  that  the  total  number  of  enrolled  tribal  members  has  increased  to  a 
current  count  of  56,600,  with  about  60  percent  (34,000)  estimated  as  residing  within  the  borders 
of  Montana's  seven  reservations.  However,  tribal  membership  is  but  one  estimate  of  the  size  of 
the  Indian  population  in  Montana.  Enrollment  rules  vary  from  tribe  to  tribe,  and  the  number  of 
people  who  consider  themselves  Indian  is  likely  to  be  somewhat  higher.  In  addition,  as  wiU  be 
discussed  below,  tribal  membership  is  neither  a  condition  nor  a  guarantee  of  eligibiUty  to  receive 
services  through  the  IHS. 

The  Indian  people  of  Montana  are  generally  poorer  and  in  poorer  health  than  the  rest  of  the  state's 
population.  According  to  1990  census  data,  nearly  half  of  the  Indian  people  living  on  Montana's 
reservations  have  incomes  below  the  federal  poverty  level,  compared  to  12  percent  for  the  state  as  a 
whole.  In  Montana,  the  infant  mortahty  rate  for  Indian  people  is  16.1  per  1,000  births 
(1986-1990  rate,  IHS  Bilhngs  Area  Profile,  1993).  This  is  considerably  higher  than  the  overall 
state  rate  of  9.2  per  1,000  births  (1987-1991  rate,  Montana  Vital  Statistics,  1990-1991).  Other 
indicators  of  poor  health  among  Montana's  Indian  people  are  the  higher  rates  of  both  cirrhosis  of 
the  liver  and  mortahty  due  to  auto  accidents  (IHS  Bilhngs  Area  Profile,  1993). 

Indian  People's  Access  to  IHS  Services  in  Montana.    For  Montana's  Indian  population, 
access  to  IHS  facihues  requires  that  Indian  people  be  considered  in  two  categories:  those  who  Uve 
within  the  borders  of  an  IHS  service  unit;  and  those  who  hve  outside  the  borders  of  an  IHS  service 
unit. 

•  Residents  of  IHS  service  units.    Residents  of  an  IHS  service  unit  who  are 
tribal  members,  descendants  of  an  enrolled  tribal  member,  or  are  considered  a  tribal 
member  by  the  tribal  community  at  large,  may  receive  all  available  services  from  the 
IHS.  IHS  services  include  both  those  which  can  be  provided  by  IHS  hospitals, 
health  centers  and  health  stations,  as  well  as  services  provided  by  private,  non-IHS 
providers  which  the  IHS  reimburses  on  a  contractual  basis.  The  services  which  the 
IHS  purchases  from  non-IHS  providers,  known  as  contract  health  services, 
represent  much  of  the  tertiary  and  specialty  care  used  by  those  eligible  for  IHS 
services.  The  availability  of  both  direct  services  from  IHS  facilities  and  contract 
services  provides  service  area  residents  with  relatively  comprehensive  health  service 
coverage. 

•  Non-residents  of  IHS  service  units.    Indian  people  who  are  not  residents  of 
a  service  unit  can  receive  services  at  urban  Indian  programs  or  travel  to  an  IHS 
facility  to  be  served.  Indian  people  who  hve  outside  an  IHS  service  area,  however, 
are  limited  in  their  access  to  IHS  services  in  two  ways.  First,  the  distance  they  may 
need  to  travel  to  an  IHS  facility  to  receive  care  may  be  significant.  Second,  and 
more  important,  individuals  who  have  not  resided  within  the  boundaries  of  an  IHS 
service  unit  for  over  1 80  days  are  inehgible  to  receive  contract  health  services.    Due 
to  these  limitations,  Indian  people  who  live  outside  a  service  unit  can,  at  best, 
access  primary  care  and  limited  hospitalization  through  the  MS. 

The  IHS  system  does  not  fulfill  all  the  health  care  needs  of  Montana's  Indian  population.  Indian 
people  seek  care  outside  of  the  IHS  system  for  a  number  of  reasons,  such  as  barriers  to  access  as  a 
result  of  distance,  IHS  ehgibility  criteria  or  treatment  limitations  of  the  IHS  system.  Nationally, 
less  than  half  of  Indian  people  eligible  to  receive  IHS  services  use  IHS  services  exclusively.  Most 
use  a  combination  of  IHS  and  non-IHS  services,  depending  upon  the  IHS's  capacity  to  provide 
needed  care,  the  accessibility  of  that  care  in  their  particular  area,  and  their  individual  resources. 
Indian  people  with  higher  incomes  and  other  sources  of  insurance  coverage  are  even  less  likely  to 


make  exclusive  use  of  IHS  facilities  and  services  (Cunningham,  1993). 

The  Indian  Health  Service.  The  IHS  is  comprised  of  12  regional  administrative  offices, 
which  are  divided  into  smaller  service  units.  The  service  units  are  directly  responsible  for  the 
management  of  service  delivery.  The  boimdaries  of  a  service  unit  encompasses  the  area  containing 
the  reservation  it  serves  as  well  as  the  counties  that  are  contiguous  to  the  reservation.    Montana  is 
served  by  the  Billings  Regional  Area  Office,  which  consists  of  seven  service  units  corresponding 
to  the  seven  reservations  in  the  state. 

IHS  Expenditures  in  Montana.  In  FFY  1992,  the  total  IHS  budget  for  Montana  was  $87.2 
milUon.  The  IHS  reported  an  active  user  population  of  over  49,000  (the  IHS  considers  an  active 
user  to  be  anyone  who  has  used  any  IHS  direct  service  within  the  last  three  years).  The  major 
components  of  Montana's  IHS  budget  were:  IHS  clinical  facilities;  contract  health  services;  public 
health  services;  facilities  and  administration;  and  urban  Indian  clinics.  Each  budget  category  is 
discussed  briefly  below. 

•  Clinical  facilities.  In  FFY  1992,  the  IHS  in  Montana  operated  three  hospitals, 
five  health  centers  and  four  health  stations.  IHS  hospitals  in  Montana  are  small 
rural  facilities  (all  have  less  than  35  beds)  that  provide  both  outpatient  and  inpatient 
services.  Health  centers  are  freestanding  outpatient  facilities  that  are  open  at  least 
40  hours  per  week  and  are  staffed  by  a  full-time  physician.  Health  stations  are 
outpatient  facilities  that  operate  less  than  40  hours  per  week  and  may  be  staffed  only 
by  mid-level  providers.  In  FFY  1992,  IHS  facilities  in  Montana  received  over 
283,000  outpatient  visits  and  over  3,100  inpatient  admissions.  The  IHS  budget 
for  the  operation  of  clinical  facilities  was  $50.5  milhon  in  FFY  1992. 

•  Contract  health  services.  The  IHS  facilities  are  not  able  to  provide  all  care  that 
patients  may  need.  As  noted  earlier,  specialty,  tertiary  and  even  primary  care 
services  that  exceed  the  capacity  of  the  IHS  system  are  purchased  from  private 
providers  on  a  contract  basis.  Contract  services  are  purchased  only  for  individuals 
with  no  other  payment  source  such  as  Medicare  or  Medicaid.  Contract  services, 
like  all  IHS  services,  are  limited  to  a  yearly  budgeted  amount.  To  assure  that  the 
limited  funds  for  contract  services  are  allocated  to  persons  with  the  greatest  needs, 
the  IHS  uses  a  rationing  system  based  upon  medical  priorities.  In  FFY  1992, 
$24.5  million  went  to  the  provision  of  contract  services. 

•  Public  health.  The  provision  of  public  health  services  is  an  important  aspect  of 
the  IHS's  mission  to  provide  a  health  care  system  for  all  Indian  people.  Public 
health  functions  include  pubUc  health  nursing,  health  education,  and  environmental 
health,  such  as  sanitation  and  water  systems.  In  FFY  1992,  the  IHS  budget  for 
pubhc  health  activities  in  Montana  was  $5.7  million. 

•  Facilities  and  administration.   General  administrative  functions  as  well  as  the 
maintenance,  expansion  and  construction  of  all  IHS  facilities  in  Montana  are 
managed  centrally  by  the  IHS  regional  office  in  Billings.  In  FFY  1992,  the  total 
IHS  administration  and  facility  budget  for  Montana  was  $3.3  milhon. 

•  Urban  Indian  clinics.  There  are  five  urban  Indian  clinics  in  Montana.  Three 
chnics  provide  direct  clinical  services  and  two  clinics  provide  only  community 
outreach,  referral  to  other  services,  and  substance  abuse  treatment.  Urban  Indian 
clinics  are  Indian-run,  non-profit  facilities.  They  arc  not  op)erated  by  the  IHS,  but 
they  do  receive  IHS  funds.  Urban  clinics  do  not  have  tribal  affiliations,  but  the 
governing  boards  usually  include  tribal  representatives.  In  FFY  1992,  Montana's 


urban  Indian  programs  responded  to  9,930  medical  visits  and  39,744  total  visits 
by  Indian  people.  In  FFY  1992,  the  IHS  funding  commitment  to  Montana's  urban 
Indian  clinics  was  $0.76  million. 

Since  FFY  1992,  a  significant  change  has  occurred  in  the  organization  of  IHS  services  in  Montana. 
In  1993,  the  Confederation  of  the  Salish  and  Kootenai  Tribes,  which  reside  within  the  IHS's 
Flathead  Service  Unit,  decided  to  assume  the  responsibihty  for  the  operation  of  their  health 
services  programs.  (Under  the  provisions  of  the  Indian  Self-Determination  and  Education 
Assistance  Act  of  1975,  a  tribe  may  assume  control  over  the  operation  of  local  IHS  facilities.) 
Although  the  tribe  continues  to  receive  funding  from  the  IHS,  the  local  facilities  are  now  operated 
and  managed  by  the  governing  tribes. 

IHS  Funding  in  Montana.  The  majority  of  the  $87.2  million  IHS  budget  for  Montana  in  FFY 
1992  was  funded  by  a  direct  federal  appropriation.  In  addition  to  the  $78.7  million  in  direct  federal 
support,  the  IHS  in  Montana  also  received  Medicaid  reimbursements  of  $5.8  million.  Medicare 
reimbursements  of  $1.8  million  and  other  third-party  reimbursements  of  $0.9  million.  While 
third-party  reimbursements  represent  less  than  10  percent  of  all  IHS  funding  in  Montana,  they 
make  up  nearly  17  percent  of  the  budget  for  direct  clinical  services  and,  therefore,  are  vital  to  the 
operation  of  local  IHS  facilities. 

Medicaid  represents  the  most  significant  source  of  third-party  reimbursements  to  IHS  facilities. 
Services  provided  by  IHS  facilities  to  Medicaid-eligible  Indian  people  receive  a  100  percent  federal 
Medicaid  match  compared  to  the  71  percent  federal  match  that  the  state  receives  for  the  services 
delivered  to  other  Medicaid  eUgible  individuals.  In  an  effort  to  generate  revenue  to  support  its 
facilities  and  services,  the  IHS  facilities  in  Montana  have  increased  their  efforts  to  obtain  Medicaid 
reimbursement.  Medicaid  payments  to  the  IHS  increased  from  $3.4  million  in  FFY  1991  to  $5.8 
million  in  FFY  1992,  and  to  $7.3  million  in    FFY  1993.  The  100  percent  match  only  applies  to 
services  provided  by  the  IHS.  Services  received  by  Medicaid-eligible  Indian  people  from 
non-IHS  facilities  are  reimbursed  at  the  regular  federal  matching  rate. 

IHS  Coordination  with  State  Health  Reform  Proposals.    Speaking  on  behalf  of  the  Fort 
Peck  Tribes  before  the  Regional  Forum  on  Indian  Health  Reform  in  Billings,  Montana  on  April 
7-8,  1994,  Caleb  Shields,  Tribal  Chairman,  stated  that  "Health  Care  reform  could  provide  a 
potential  for  life-saving  advances  for  Indian  health,  but  these  advances  must  come  within  the 
context  of  govemment-to-govemment  relations  between  tribes  and  the  United  States  and  a 
reaffirmation  of  the  trust  responsibility  that  the  federal  government  owes  to  the  tribes.  These  are 
the  fundamental  principles  on  which  any  proposed  plan  must  rest  to  properly  address  the  health 
care  needs  of  Indians." 

Consideration  of  how  the  IHS  and  its  facilities  might  coordinate  with  state  health  care  reform 
proposals  is  not  a  straightforward  exercise.  The  IHS  is  not  a  monolithic  agency  whose  policies 
and  programs  are  operated  consistently  throughout  the  country.  Rather,  it  is  a  programmatic 
mechanism  for  fulfilling  treaty  obUgations  between  the  U.S.  government  and  the  sovereign  tribal 
nations.  This  unique  govemment-to-govemment  relationship  between  the  tribal  nations  and  the 
U.S.  government  means  that  care  must  be  taken  when  making  broad  generalizations  about  the  IHS 
system  under  varying  scenarios  of  health  care  reform. 

In  Montana,  as  in  other  states,  the  ultimate  relationship  of  the  IHS  system  to  any  stale-level  reform 
process  will  likely  be  the  result  of  the  interplay  among  several  factors.  Tribal  responses  to  any 
proposed  health  care  reform  plan  are  likely  to  vary  significantly  from  tribe  to  tribe  within  the  state, 
owing  to  each  tribe's  local  circumstances,  culture,  and  historic  relationship  with  the  state. 
Overlaying  all  discussions  of  state  health  care  reform  as  it  relates  to  Indian  people  will  be  the  tribe's 
interaction  with  the  federal  government.  Decisions  relating  to  the  participation  of  the  IHS  in  a 


reformed  health  care  system  in  Montana  are  but  one  aspect  of  the  complex  relationship  between  the 
state  and  tribal  nations  within  its  borders. 

There  are  several  issues  and  concerns  from  Indian  people  which  require  the  Health  Care 
Authority's  consideration.  Paramount  among  them  is  the  need  for  the  Authority  to  reassure 
Montana's  Indian  leaders  that  the  intent  of  the  recommendations  contained  in  the  discussion  draft 
of  its  universal  access  plans  report  is  not  meant  to  divert  IHS  fimds  from  their  intended  purposes  in 
order  to  apply  them  elsewhere.  New  language  contained  in  the  October  1,  1994  version  of  tlie 
report  is  designed  to  correct  earlier  misunderstandings  along  these  lines.  The  Authority's  message 
has  been  to  promote  the  concept  of  working  with  Montana's  tribes  by  strengthening  access  to 
health  care  on  and  off  the  reservations  by  maximizing  funds  and  resources  in  areas  where  the 
provision  of  or  access  to  health  care  can  be  improved.  By  pooling  purchasing  power,  efforts 
should  result  in  die  ability  to  gain  more  in  health  care  benefits,  concentrate  more  on  preventive  and 
primary  care,  and,  most  importantly,  work  to  achieve  appropriate  and  affordable  health  care  for  all 
individuals  in  Montana. 

In  addition  to  clarification  of  the  recommendations  in  the  universal  access  plans,  the  following  have 
been  identified  as  issues  which  health  care  reform  efforts  may  be  able  to  have  some  positive 
influence: 

1.  Tribal-operated,  IHS-operated,  and  urban  Indian  health  services  need  support  in 
their  efforts  to  improve  health  care  access  and  quality  for  eligible  individuals 
through  infrastructure  development,  improved  medical  education  opportunities  for 
tribal  members,  increased  emphasis  on  preventive  and  primary  care  services  in 
cooperation  with  existing  efforts  through  other  public  agencies,  and  by  becoming 
certified  for  Medicare  for  payment  of  services  in  clinical  settings. 

2.  Tribal-operated,  IHS-operated,  and  urban  Indian  services  need  backing  in  efforts  to 
promote  logical  delivery  system  redesign,  resulting  in  the  abihty  to  offer  quality 
health  care  which  is  more  affordable  to  the  tribes  and  to  IHS.  One  example  would 
be  moving  from  a  hospital  designation  to  a  medical  assistance  facUity  designation 
which  still  allows  for  cost-based  reimbursement  Along  with  such  a  step  may  be 
encouragement  to  centralize  health  services  to  lower  administrative  costs.  Also,  the 
Authority  should  take  steps  to  monitor  the  Confederated  Salish  and  Kootenai  health 
system  demonstration  project  to  see  how  such  efforts  might  have  positive  impacts 
on  health  care  reform  initiatives  elsewhere. 

3.  IHS  benefits  are  at  times  either  inadequate  in  what  they  will  cover  or  result  in 

.  instances  where  Indian  residents  go  without  coverage  for  their  health  care  needs 
because  of  eligibility  criteria.  These  problems  need  to  be  resolved. 

4.  Consideration  should  be  given  to  Indian  leaders'  strongly  expressed  desire  to  allow 
traditional  medicine  as  an  option  for  any  Indian  resident  who  wishes  to  obtain  such 
treatment.  If  such  treatment  is  desired  in  an  inpatient  setting,  Indian  leaders  beUeve 
it  should  be  allowed  as  long  as  it  can  be  demonstrated  that  no  individual  will  be  at 
risk  as  a  result. 

5.  Indian  leaders  have  stated  a  preference  that  managed  care  recommendations  relative 
to  IHS-eligible  individuals  remain  optional  to  alternatives  which  recognize  that 
some  individuals  within  this  population  group  are  prone  to  migratory  living 
patterns.  Managed  care  options  tend  to  work  better  for  populations  or  purchasing 
groups  which  remain  in  static  living  arrangements  on  a  more  consistent  basis. 


There  are  other  issues  that  the  Authority  intends  to  explore  with  the  tribal  leaders,  urban  clinic 
representatives,  and  the  IHS.  The  need  for  the  Authority,  the  State  of  Montana,  the  Indian  Health 
Service,  the  tribes,  and  the  urban  clinics  to  improve  relations  through  continuous  and  open 
communications  has  become  evident.  In  particular,  the  Authority  should  take  advantage  of  current 
efforts  at  the  federal  level  to  respond  to  health  care  reform  concerns  from  Indian  country.  Dr. 
Philip  Lee,  Assistant  Secretary  of  Health  and  Human  Services,  Dr.  Margaret  Currie,  Region  Vni 
HHS  Director,  Dr.  Michael  Trujillo,  Director  of  the  Indian  Health  Service,  all  have  made  special 
trips  to  Montana  recently  because  of  their  interest  and  concern  for  the  individuals  their  programs 
serve  and  their  concern  over  how  Montana's  health  care  reform  efforts  might  affect  them.  The 
Authority  should  continue  its  dialogue  with  these  individuals  and,  most  importantly,  it  should 
continue  to  seek  advice  and  guidance  from  those  who  can  best  speak  for  Montana's  Indians  — 
Montana's  Indians. 

The  Veterans  Affairs  System 

The  primary  mission  of  the  VA  is  to  provide  high-quality  medical  and  ancillary  services  to  eligible 
military  veterans.  Nationwide,  the  VA  accomplishes  its  mission  by  operating  171  medical  centers 
and  over  300  clinics.  In  FFY  1992,  the  total  budget  for  the  VA  medical  system  was  nearly  $15 
billion. 

Montana's  Veteran  Population.  According  to  the  1990  Census  there  were  102,000  veterans 
in  the  state  of  Montana.  Only  slightly  more  than  10  percent  of  Montana  veterans  (1 1,200)  made 
use  of  the  VA  system  in  1993,  which  is  roughly  the  national  average.  Several  factors  account  for 
this  level  of  usage  by  Montana  veterans: 

•  Accessibility.  The  three  delivery  sites  operated  by  the  VA  are  a  considerable 
distance  away  from  most  Montana  veterans. 

•  Alternative  sources  of  care.   Many  veterans  have  private  insurance  coverage 
or  sufficient  resources  and  thus  can  easily  seek  care  through  non-VA  providers. 

•  Eligibility.  Priorities  established  by  the  VA  system  effectively  exclude  many 
veterans  from  receiving  services  through  the  VA. 

Veterans  Access  to  the  VA  Services.   The  VA  system  functions  under  yearly  capped 
budgets  which  forces  it  to  place  restrictions  on  the  amount  of  services  it  provides.  To  establish 
priorities,  the  VA  uses  the  broad  categories  of  discretionary  and  mandatory  veterans,  along  with 
finer  distinctions  within  the  mandatory  category. 

•        Discretionary  Veterans.  Veterans  with  no  service-connected  condition  and 
whose  income  exceeds  $19,912  are  considered  "discretionary."  If  local  resources 
permit,  discretionary  veterans  may  receive  hospital  services  at  VA  facilities, 
although  they  will  be  responsible  for  a  copayment  (equal  to  the  Medicare  copayment 
of  $696).  In  1993,  less  than  three  percent  of  the  veterans  who  made  use  of  the 
Montana  VA  system  were  classified  as  discretionary  (VA  Medical  Care  Fact  Sheet  - 
-  Eligibihty). 

•  Mandatory  Veterans 

Veterans  with  a  greater  than  50  percent  service-connected  disability 

receive  inpatient,  outpatient,  and  pharmacy  benefits  through  VA  facilities 
without  restriction  (VA  Medical  Care  Fact  Sheet  —  Eligibility). 


Veterans  with  a  less  than  50  percent  service  connected  disability 

receive  unrestricted  hospital  benefits  and  may  receive  outpatient  services  "to  prevent 
the  need  for  hospitalization;  to  prepare  for  hospitalization;  or  to  complete  an  episode 
of  treatment  after  hospitalization"  (VA  MedicaJ  Care  Fact  Sheet  —  Eligibility). 

Low  income  veterans.   Veterans  with  no  service  connected  disability,  whose 
income  falls  below  $19,912  for  a  single  individual  (the  threshold  is  adjusted 
upward  to  account  for  family  size),  receive  unrestricted  hospital  benefits  and  may 
receive  outpatient  services,  "to  prevent  the  need  for  hospitalization;  to  prepare  for 
hospitalization;  or  to  complete  an  episode  of  treatment  aJfter  hospitalization"  (VA 
Medical  Care  Fact  Sheet  —  Eligibility). 

Roughly  97  percent  of  the  veterans  using  the  Montana  VA  system  in  FFY  1993 
were  classified  as  mandatory.    Approximately  half  of  the  mandatory  veterans 
qualified  on  the  basis  of  income,  having  no  service-related  condition.  For  these 
lower  income  veterans,  the  VA  system  may  be  serving  as  a  limited  benefit  insurance 
policy.  They  are  covered  for  hospitalization  and  acute  conditions  which  may 
require  hospitalization.  They  are  not,  however,  covered  for  ongoing  primary  care 
for  the  management  of  chronic  conditions  such  as  hypertension  or  diabetes. 

The  Department  of  Veterans  Affairs.  In  Montana,  the  VA  operates  two  facilities: 

•  Fort  Harrison  --  Helena: 

113-bed  hospital 

1993  occupancy  rate:  69  percent 

Outpatient  department  received  over  37,000  visits 

Served  approximately  8,500  Montana  veterans 

•  VA  Medical  Center  --  Miles  City  (also  operates  a  clinic  in  Billings): 

40-bed  hospital 

1993  occupancy:  58  percent  (the  facility  is  authorized  for  91  beds  but  only  operates 
40  at  present) 

26  long-term  care  beds  (1993  occupancy  rate:  96  percent) 

Outpatient  department  (Miles  City  and  Billings  combined)  received  25,586  visits  in 
FFY  1993 

Served  approximately  3,700  Montana  veterans 

The  total  VA  medical  budget  for  the  state  of  Montana  (Fort  Harrison  and  Miles  City  combined), 
was  over  $37.5  million  in  FFY  1993. 

VA  Efforts  to  Work  with  State  Health  Care  Reform.   In  response  to  state  level  health 
care  reform  initiatives  such  as  Montana's,  the  VA  has  sought  national  legislation  that  would  allow 
the  it  greater  flexibility  to  work  with  such  efforts.  Under  language  proposed  (but  not  enacted)  in 


the  Veterans  Health  Improvement  Act  of  1994,  the  VA  would  have  been  allowed  to  identify  up  to 
five  pilot  states  where  it  could  have  exercised  greater  latitude  in  addressing  issues  related  to  the 
integration  of  the  VA  system  into  a  reformed  state  health  care  system.  In  particular,  the  VA  is 
interested  in  contracting  issues,  both  in  terms  of  how  it  would  contract  for  the  services  it  would 
need  to  become  a  full  service  health  plan,  and  how  it  might  contract  with  health  plans  that  wish  to 
use  VA  facilities  for  veterans  enrolled  in  their  plans.  Under  the  proposed  legislation,  the  Secretary 
for  Veterans  Affairs  would  select  pilot  states  based  on  the  following  criteria: 

•  The  relative  universality  of  coverage  afforded  state  residents  under  a  state's  reform 
plan; 

•  The  scope  of  health  care  benefits  offered  under  the  state's  reform  plan;  and 

•  The  extent  of  financing  committed  to  support  the  state's  plan. 

The  imiversal  coverage  plans  to  be  developed  by  the  Montana  Health  Care  Authority  have  the 
potential  to  meet  the  VA's  criteria  as  a  pilot  state  for  health  reform  if  it  ever  receives  the  necessary 
congressional  approval. 

Under  the  single  payer  section  of  the  statewide  universal  health  care  access  plans,  the  Authority  has 
recommended  that  "the  state  should  . . .  seek  federal  approval  to  incorporate  funds  used  to  provide 
services  to  Montana  veterans  through  the  Veterans'  Administration  program  into  the  single  payer 
system  and  to  provide  these  veterans  with  coverage  through  the  system."  On  the  regulated  multiple 
payer  side,  the  Authority  recommends  that  "[vjeterans  receiving  services  though  the  VA  system 
would  have  the  option  of  electing  to  have  those  services  deemed  as  meeting  the  individual  coverage 
requirements."  There  are  some  issues  which  are  similar  to  IHS  issues,  especially  where  a  single 
payer  option  of  health  care  recommends  pooling  of  funds. 

Individual  veterans  and  veterans  groups  across  the  state  have  generally  agreed  that  there  are 
problems  in  the  VA  system  which  health  care  reform  efforts  may  be  able  to  address.  A  common 
concern  of  veterans  impUcated  the  current  system  of  veterans  health  care.  While  many  individuals 
were  very  critical  of  the  system,  in  particular  the  complex  and  overly  bureaucratic  eUgibility 
system,  there  were  few  recommendations  to  do  away  with  services  specifically  for  veterans.  Even 
though  the  proportion  of  veterans  who  use  the  VA  system  remains  low  according  the  General 
Accounting  Office,  there  is  widespread  belief  that  it  is  a  system  that  could  be  improved.  Many 
veterans,  in  fact,  believe  that  national  health  care  reform  efforts  has  ah-eady  led  to  system 
improvements  since  the  VA  has  been  put  into  an  environment  where  it  must  be  more  competitive. 

Conclusion 

It  is  the  Health  Care  Authority's  belief  that  efforts  to  explore  the  appropriate  and  effective 
integration  of  these  two  programs  into  Montana's  health  care  reform  efforts  should  continue  as 
system  improvements  are  made.  While  full-scale  integration  may  in  the  end  not  be  called  for,  there 
is  a  strong  belief  that  both  veterans  and  Indian  populations  could  very  well  end  up  with  better 
health  care  services  as  a  result  of  state  level  health  care  reform. 
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I.  INTRODUCTION  AND  OVERVIEW 

During  the  1993  legislative  session,  the  Montana  General  Assembly  enacted  Senate  Bill  285, 
articulating  the  state's  intention  to  "ensure  that  all  residents  have  access  to  quality  health 
services  that  are  affordable."   Toward  that  end,  the  legislature  created  the  Montana  Health 
Care  Authority  (MHCA)  and  directed  it  to  develop  two  health  care  reform  plans  to  achieve 
universal  access:    one  based  on  a  single-payer  system  and  the  other  on  a  regulated  multi- 
payer  system.   The  MHCA  was  also  asked  to  conduct  a  study  exploring  the  use  of  clinical 
practice  guidelines  as  a  means  of  reducing  defensive  medicine.   This  document  responds  to 
that  request  by  examining  the  following  topics: 

The  nature  and  causes  of  defensive  medicine; 

The  purpose  and  development  of  practice  guidelines; 

The  potential  benefits  and  limitations  of  practice  guidelines  as  a  means  of 
reducing  defensive  medicine; 

The  experiences  of  other  states  with  practice  guidelines;  and 

The  policy  and  system  design  options  available  to  Montana. 

n.  DEFENSIVE  MEDICINE 

According  to  the  Office  of  Technology  of  Assessment  (OTA),  "defensive  medicine  occurs 
when  doctors  order  tests,  procedures,  or  visits,  or  avoid  certain  high-risk  patients  or 
procedures  primarily  (but  not  necessarily  solely)  because  of  concern  about  malpractice" 
(OTA,  1994).    As  this  definition  reflects,  there  are  two  types  of  defensive  medicine: 
negative  and  positive.    Negative  defensive  practices  are  those  that  physicians  do  not  perform 
in  order  to  minimize  their  risk  of  malpractice.    For  example,  obstetricians/gynecologists  who 
limit  their  practice  to  gynecology  to  avert  the  risk  associated  with  performing  deliveries  are 
practicing  negative  defensive  medicine.    Positive  defensive  practices,  in  contrast,  are  those 
that  physicians  do  perform  in  order  to  protect  themselves  from  malpractice  liability.    These 
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activities  may  include  ordering  extra  diagnostic  tests,  performing  additional  procedures, 
seeking  outside  opinions  from  consultants  or  subspecialists,  scheduling  additional  follow-up 
visits,  and  spending  extra  time  with  patients  (Rubin  and  Mendelson,  1994). 

Both  types  of  defensive  medicine  may  have  adverse  consequences  for  the  health  care  system. 
While  negative  defensive  medicine  may  reduce  access  to  services  among  populations 
considered  to  be  high  risk,  positive  defensive  medicine  is  believed  to  be  a  hidden  contributor 
to  high  and  rising  health  care  costs  (OTA,  1994).    This  latter  effect  has  proved  difficult  to 
substantiate.    Studies  conducted  in  1984  by  the  American  Medical  Association's  Center  for 
Health  Policy  Research  produced  two  estimates  of  the  costs  of  defensive  medicine:    $13.7 
billion  and  $12.1  billion.   Using  the  methodology  that  produced  the  latter  estimate,  a  study 
by  Moser  and  Musaccio  arrived  at  an  updated  figure  of  $15.1  billion  in  1989  dollars  (Moser 
and  Musaccio,  1994).    Although  these  studies  used  fairly  rigorous  approaches  in  quantifying 
the  financial  burden  of  defensive  medicine,  an  article  in  which  they  were  reviewed  points  out 
that  they  have  several  methodologic  flaws.    The  authors  of  this  review  concluded  that  these 
estimates  are  likely  to  overstate  defensive  medicine's  true  costs,  but  that  they  may  represent 
the  costs'  upper  bound  (Rubin  and  Mendelson,  1994).   The  methodological  difficulties 
encountered  in  these  earlier  studies  were  confirmed  in  a  recently-released  study  conducted  by 
the  Office  of  Technology  Assessment.    The  study  attempted  to  measure  the  financial  impact 
of  defensive  medicine  more  precisely,  but  found  that  "it  is  impossible  to  accurately  measure 
the  overall  level  and  national  cost  of  defensive  medicine."  Despite  their  inconclusive 
findings,  the  authors  stated  that  "the  evidence...  implies  that  [defensive  medicine]  is  neither  a 
trivial  nor  a  major  contributor  to  health  care  costs"  (OTA,  1994). 

Over  time,  the  term  defensive  medicine  has  acquired  a  negative  connotation;  nevertheless, 
not  all  defensive  medicine  is  inappropriate.    Rather,  when  physicians'  concerns  about  liability 
lead  them  to  practice  more  conscientiously,  defensive  medicine  is  desirable.    In  this  situation 
malpractice  law  is  accomplishing  its  intended  purpose  by  serving  as  a  deterrent  to  negligent 
care  (American  Bar  Association,  1993).    Defensive  practices  become  inappropriate  when  they 
are  of  little  or  no  added  benefit  to  the  patient  or  impose  an  additional  medical  risk. 
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As  the  term  implies,  defensive  medicine  is  a  defense  mechanism  used  by  physicians  to 
protect  themselves  from  a  relatively  litigious  practice  environment  and  an  unpredictable  legal 
system.    Physicians'  primary  reason  for  practicing  defensively  is  to  reduce  their  risk  of  being 
sued.    Although  the  incidence  of  medical  malpractice  claims  peaked  in  1985  and  has  been 
declining  at  an  average  annual  rate  of  8.9  percent  since  that  time,  the  malpractice  "crises"  of 
the  mid-1970s  and  1980s  left  behind  a  pervasive  fear  of  malpractice  among  physicians  (ABA, 
1993).   This  fear,  while  often  exaggerated,  is  not  unfounded.   The  number  of  claims  filed 
against  physicians  covered  by  St.  Paul  Companies,  the  nation's  largest  malpractice  insurer, 
was  13.9  per  100  in  1990,  compared  to  2.6  per  100  in  1974  (General  Accounting  Office 
[GAO],  1993).    In  addition,  a  survey  of  nonfederal  patient-care  physicians  conducted  in  1990 
by  the  American  Medical  Association  found  that  39  out  of  every  100  respondents  had  had  at 
least  one  claim  filed  against  them.    Among  certain  specialties,  the  proportion  was  even 
greater,  with  57  percent  of  obstetricians/gynecologists  and  53  percent  of  surgeons  having 
been  sued  at  least  once  (GAO,  1993). 

Physicians  may  also  practice  defensively  to  improve  their  chances  of  successfully  defending 
themselves  in  the  event  that  they  are  sued.  The  current  nature  of  the  malpractice  system 
precludes  physicians  from  knowing  beforehand  the  standards  to  which  they  will  be  held 
accountable  if  they  are  sued,  contributing  to  their  fear  of  malpractice  and  their  adoption  of 
defensive  practices.    In  order  to  successfully  sue  for  medical  negligence,  a  plaintiff  must 
prove  the  following  four  points: 

■  The  provider  owed  a  duty  of  care  to  the  patient; 

■  The  provider  breached  this  duty  by  failing  to  provide  care  that  met  the 
applicable  standard  of  care  for  that  practitioner  under  the  specific 
circumstances; 

■  The  patient  sustained  compensable  damages;  and 

■  The  physician's  breach  of  duty  was  the  proximal  cause  of  those  damages 
(OTA,  1994). 
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The  standard  of  care  is  the  measure  used  to  evaluate  the  appropriateness  of  the  defending 
physician's  conduct.    It  is  defined  as  "the  degree  of  knowledge,  skill,  and  care  that  would 
have  been  exercised  by  a  competent  physician  under  circumstances  similar  to  those  faced  by 
the  defendant  physician"  (Hirshfield,  1993).    In  malpractice  suits,  it  is  established  on  a  case- 
by-case  basis  after  a  physician  has  been  accused  of  malpractice.    Expert  testimony  is  the 
primary  source  of  evidence  used  to  determine  whether  or  not  a  physician  met  the  standard  of 
care,  but  other  sources  of  evidence,  including  practice  guidelines,  may  be  used  to  supplement 
this  testimony.   This  somewhat  vague  standard  by  which  physicians  are  judged  may  cause 
them  to  practice  defensively  in  order  to  ensure  a  strong  legal  defense  if  they  are  sued. 

In  short,  physicians'  fears  of  being  sued,  exacerbated  by  their  uncertainty  regarding  the 
standard  of  care,  lead  them  to  practice  defensively.    While  the  causes  of  defensive  medicine 
are  clear,  the  solution  to  the  problem  of  inappropriate  care  is  less  so.    Past  efforts  to  reduce 
inappropriate  defensive  medicine  have  been  limited  to  conventional  tort  reforms  (i.e., 
changes  in  the  legal  rules  for  resolving  malpractice  claims),  such  as  placing  caps  on 
malpractice  awards,  limiting  attorneys'  contingency  fees,  shortening  the  statute  of  limitations 
for  malpractice  claims,  and  requiring  the  periodic  disbursement  of  awards.    There  is  some 
evidence  to  suggest  that  these  reforms  reduce  the  number  of  malpractice  claims,  the  amount 
of  awards,  and  the  cost  of  malpractice  insurance.    They  may  also  reduce  defensive  medicine 
by  diminishing  the  risk  of  malpractice;  however,  this  effect  has  not  been  documented  (OTA, 
1994). 

In  addition  to  their  uncertain  effectiveness,  traditional  tort  reforms  have  several  other 
drawbacks  as  a  means  of  reducing  defensive  medicine.    First,  to  the  extent  that  they  reduce 
the  fear  of  malpractice,  conventional  tort  reforms  will  lead  physicians  to  reduce  both 
inappropriate  and  appropriate  care  that  may  be  provided,  at  least  in  part,  as  a  result  of  that 
fear.    Second,  while  tort  reforms  may  reduce  the  risk  of  being  sued  for  malpractice,  they  do 
not  address  the  uncertainty  surrounding  the  standard  of  care  which  may  also  contribute  to 
defensive  medicine.    Clinical  practice  guidelines  may  offer  a  better  solution  to  inappropriate 
defensive  medicine  because  they  are  without  these  shortcomings.    Practice  guidelines  not 
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only  have  the  potential  to  reduce  the  risk  of  malpractice  suits,  but  also  may  target  reductions 
in  defensive  medicine  to  inappropriate  care  and  help  establish  a  more  explicit  standard  of 
care. 

m.       PRACTICE  GUIDELINES 

Practice  guidelines,  also  known  as  practice  parameters  or  protocols,  are  "systematically 
developed  statements  to  assist  practitioner  and  patient  decisions  about  appropriate  health  care 
for  specific  clinical  circumstances"  (Field  and  Lohr,  1992).    Practice  guidelines  are  intended 
to  improve  health  outcomes  by  serving  as  resources  that  can  help  providers  and  patients 
make  informed  decisions  regarding  the  diagnosis,  treatment,  management,  and  prevention  of 
medical  conditions  and  diseases. 

A.        Guideline  Development 

Currently,  there  are  approximately  2,000  practice  guidelines  in  circulation  nationwide 
(Leeds,  1994).   They  are  developed  by  a  variety  of  groups  for  a  number  of  different  reasons. 
Medical  specialty  groups  are  the  original  architects  of  practice  guidelines.    Some  of  these 
groups  have  been  developing  guidelines  for  over  fifty  years  (Merz,  1993).    According  to  a 
1991  General  Accounting  Office  survey  of  specialty  societies,  the  two  primary  reasons  these 
groups  develop  guidelines  are:    1)  to  improve  the  quality  of  care  and  2)  to  protect  themselves 
against  outside  forces.    This  latter  objective  may  include  efforts  to  reduce  malpractice  and  its 
related  costs,  promote  uniformity  in  insurance  coverage  and  utilization  review,  and  counter 
guidelines  produced  by  other  specialty  groups  (Field  and  Lohr,  1992). 

Practice  guidelines  are  also  developed  by  the  federal  and  state  governments.    Guideline 
development  became  an  official  part  of  U.S.  health  policy  in  1989  when  the  federal 
government  amended  the  Public  Health  Service  Act  to  create  the  Agency  for  Health  Care 
Policy  and  Research  (AHCPR).    AHCPR's  mission  is  to  "enhance  the  quality, 
appropriateness,  and  effectiveness  of  health  care  services"  (Merz,  1993).    Within  AHCPR, 
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the  Office  of  the  Forum  for  Quality  and  Effectiveness  was  established  and  given 
responsibility  for  the  development  and  periodic  review  of  practice  guidelines  (Merz,  1993). 
In  addition,  a  number  of  states  have  enacted  legislation  relating  to  practice  guidelines.    Their 
objectives  are  similar  to  those  at  the  national  level.   The  different  approaches  being  pursued 
by  these  states  are  discussed  further  in  Section  IV  of  this  report. 

Third-party  payers  also  develop  guidelines  to  facilitate  coverage  and  payment  decisions. 
Finally,  research  organizations  and  a  variety  of  other  professional  groups  contribute  to 
guideline  development  to  a  lesser  degree. 

Just  as  these  groups'  purposes  for  developing  guidelines  differ,  so  too  do  the  development 
processes  they  employ.   Their  guideline  development  methodologies  may  vary  with  respect  to 
a  variety  of  factors,  including: 

■  Rigor  of  literature  review; 

■  Source  of  professional  opinions  (e.g.,  national  experts  vs.  local  physicians); 

■  Formality  of  the  group  decision-making  process;  and 

■  Criteria  used  to  evaluate  the  medical  practices  (e.g.,  medical  effectiveness  vs. 
cost-effectiveness  (Audet,  1990). 

Because  no  standard  process  for  developing  high-quality  guidelines  has  emerged,  there  is  a 
wide  variation  in  the  quality  of  guidelines  produced  by  different  groups.    The  Institute  of 
Medicine  (lOM)  has  identified  eight  attributes  essential  to  good  practice  guidelines, 
including: 

■  Validity; 

■  Reliability/Reproducibility; 

■  Clinical  applicability; 

■  Clinical  flexibility; 

■  Clarity; 

■  Multi-disciplinary  process; 

■  Scheduled  review;  and 

■  Documentation. 
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These  attributes  are  defined  in  Table  1  on  the  following  page.   The  Institute  of  Medicine  has 
used  these  attributes  to  develop  an  instrument  for  assessing  the  quality  of  guidelines  (lOM, 
1992). 

B.         Potential  Impact  of  Practice  Guidelines  on  Defensive  Medicine 

Well-developed  practice  guidelines  have  the  potential  to  reduce  defensive  medicine  through  a 
variety  of  direct  and  indirect  channels.    First,  practice  guidelines  provide  clear  information  as 
to  what  constitutes  appropriate  care  in  a  specific  medical  situation,  which,  if  followed,  may 
help  eliminate  inappropriate  care,  including  defensive  medicine,  from  physicians'  practices. 
Second,  by  improving  the  quality  of  care,  practice  guidelines  could  reduce  the  incidence  of 
medical  negligence  and  the  number  of  malpractice  suits,  which  in  turn  may  reduce  the 
litigiousness  of  physicians'  practice  environment  and  their  motivation  for  practicing 
defensively. 

One  group  that  has  already  begun  to  recognize  and  take  advantage  of  the  potential  of 
guidelines  to  simultaneously  improve  quality  zmd  reduce  the  claims  and  judgements  against 
physicians  is  the  malpractice  insurers.    Over  a  dozen  liability  insurers  are  currently  using 
practice  guidelines  as  a  risk  management  strategy  (i.e.,  a  strategy  to  reduce  physicians'  risk 
of  being  sued).    Most  of  these  insurers  are  disseminating  guidelines  that  they  have  either 
developed  or  endorsed  to  their  physicians  and  are  encouraging  adherence  to  them  through  the 
use  of  incentives  (e.g.,  reduced  premiums).    A  few  insurers  have  mandated  compliance  with 
guidelines  as  a  condition  of  coverage.    In  these  latter  cases,  if  physicians  unjustifiably  deviate 
from  the  guidelines  and  are  sued  for  malpractice,  they  may  subsequently  face  a  variety  of 
punitive  measures  such  as  remedial  training  programs,  financial  penalties,    and  loss  of 
coverage  in  severe  cases  (Oberman,  1994). 
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Table  1 


Attributes  of  Good  Practice  Guidelines 


Validity  Practice  guidelines  are  valid  if,  when  followed,  they  lead  to  the  health  and  cost  outcomes 

projected  for  them.    A  prospective  assessment  of  validity  will  consider  the  substance  and 
quality  of  the  evidence  cited,  the  means  used  to  evaluate  the  evidence,  and  the  relationship 
between  the  evidence  and  the  recommendations.    In  order  to  facilitate  this  assessment, 
practice  guidelines  should  be  accompanied  by  descriptions  of  the  strength  of  the  evidence 
and  the  expert  judgement  behind  them,  as  well  as  by  estimates  of  the  health  and  cost 
outcomes  expected  from  the  interventions  in  question,  compared  with  alternative  practices. 


Reliability/  Practice  guidelines  are  reproducible  and  reliable  if: 

Reproducibility    (1)  given  the  same  evidence  and  methods  for  guidelines  development, another  set  of  experts 

produces  essentially  the  same  statements  and 

(2)  given  the  same  clinical  circumstances,  the  guidelines  are  interpreted  and  applied 

consistently  by  practitioners  (or  other  appropriate  parties). 


Clincal  Practice  guidelines  should  be  as  inclusive  of  appropriately  defined  patient  populations 

Applicability         as  evidence  and  expert  judgement  permit,  and  they  should  explicitly  state  the  populations(s) 
to  which  statements  apply. 


Clinical  Practice  guidelines  should  identify  the  specifically  known  or  generally  expected  exceptions 

Flexibility  to  their  recommendations  and  discuss  how  patient  preferences  are  to  be  identified  and 

considered. 


Clarity 


Practice  guidelines  must  use  unambiguous  language,  define  terms  precisely,  and  use  logical 
and  easy-to-follow  modes  of  presentation. 


Multi-  Practice  guidelines  must  be  developed  by  a  process  that  includes  participation  by 

Disciplinary  representatives  of  key  affected  groups.    Participation  may  include  serving  on  panels  that 

Process  develop  guidelines,  providing  evidence  and  viewpoints  to  the  panels,  and  reviewing  draft 

guidelines 


Scheduled  Practice  guidelines  must  include  statements  about  when  they  should  be  reviewed  to 

Review  determine  whether  revisions  are  warranted,  given  new  clinical  evidence  or  professional 

consensus  (or  the  lack  of  it). 


Documentation    The  procedures  followed  in  developing  guidelines,  the  participants  involved,  the  evidence 
used,  the  assumptions  and  rationales  accepted,  and  the  analytic  methods  employed  must  be 
meticulously  documented  and  described. 


Source:    Institute  of  Medicine,  1992 
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Finally,  practice  guidelines  could  reduce  defensive  medicine  by  helping  to  resolve  the 
ambiguity  over  the  legal  standard  of  care  within  the  malpractice  system.    By  making 
practices  more  uniform  and  helping  to  clarify  what  constitutes  appropriate  care,  practice 
guidelines  could  remove  some  of  the  uncertainty  that  leads  to  defensive  medicine. 
Furthermore,  if  over  time  guidelines  gain  greater  use  and/or  increased  legal  status  as 
evidence  of  the  standard  of  care  in  legal  proceedings,  they  may  increase  physicians' 
confidence  in  their  legal  defense,  thereby  diminishing  the  perceived  need  to  practice 
defensively.   While  the  potential  exists  for  the  use  of  practice  guidelines  to  reduce  the  extent 
to  which  defensive  medicine  is  practiced,  there  are  a  number  of  factors,  both  inherent  and 
external  to  guidelines,  that  could  possibly  reduce  their  impact. 

C.         Possible  Limitations  of  Practice  Guidelines  as  a  Means  of  Reducing  Defensive 
Medicine 

A  number  of  factors  may  limit  the  extent  to  which  practice  guidelines  are  adopted  into 
medical  practice  and  used  in  the  malpractice  litigation,  thereby  diminishing  their  effectiveness 
as  a  means  of  reducing  defensive  medicine.    As  indicated  in  Table  2,  these  factors  include 
certain  characteristics  of  guidelines  themselves,  as  well  as  factors  related  to  the  practitioners 
and  patients  for  whom  guidelines  are  intended,  and  the  legal  system  in  which  they  may  serve 
as  a  source  of  evidence  of  the  standard  of  care. 

1.         Characteristics  of  Guidelines 

Guidelines  have  several  characteristics  that  may  affect  their  usefulness  as  a  means  of 
reducing  defensive  medicine.    First,  the  specificity  of  guidelines  will  affect  the  degree  to 
which  they  help  reduce  malpractice  litigation.   The  more  specifically  a  guideline  delineates 
appropriate  care,  the  more  useful  it  will  be  in  clarifying  the  legal  standard  of  care.    Most 
guidelines  that  have  been  developed  to  date  offer  recommendations  that  leave  considerable 
leeway  for  practice  variations  based  on  professional  judgement.    While  this  flexibility  may  be 
an  advantage  in  terms  of  the  provision  of  medical  care,  it  may  preclude  guidelines  from 
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helping  to  pinpoint  the  standard  of  care  and  from  removing  the  uncertainty  that  contributes  to 
defensive  medicine  (OTA,  1994). 

Second,  the  range  of  guidelines  may  not  be  comprehensive  enough  to  significantly  affect 
defensive  medicine.    Although  the  number  of  guidelines  has  grown  dramatically  in  recent 
years,  the  number  of  conditions  and  procedures  for  which  guidelines  exist  is  still  relatively 
small.    Even  if  guidelines  do  reduce  defensive  medicine  in  the  areas  in  which  they  exist, 
their  overall  impact  may  be  limited.   This  limitation  may  be  overcome  if  guidelines  are 
targeted  to  practice  areas  in  which  defensive  medicine  is  relatively  common. 

Third,  the  existence  of  guidelines  that  set  conflicting  standards  could  undermine  their  use  in 
court  if  judges  and  juries  are  unable  to  distinguish  between  good  and  bad  guidelines, 
choosing  instead  to  disregard  them.    Fourth,  the  source  of  guidelines  and  the  process  used  to 
develop  them  will  also  affect  their  impact  on  defensive  medicine.    Guidelines  produced  by 
reputable  organizations  are  more  likely  to  be  followed  by  physicians  and  more  likely  to  be 
used  as  evidence  in  court  than  those  produced  by  lesser-known  entities.    Guidelines  produced 
by  a  rigorous  development  process  are  similarly  more  likely  to  be  adopted  and  used  in  court. 

Finally,  the  criteria  used  to  determine  the  practices  included  in  the  guidelines  will  affect  their 
use  in  malpractice  proceedings.   For  example,  guidelines  that  factor  cost-effectiveness  into 
decisions  regarding  appropriateness  of  care  are  unlikely  to  hold  much  weight  in  the  current 
malpractice  system  that  does  not  consider  cost  to  be  a  valid  basis  on  which  to  ration  medical 
care. 

2.         Factors  Related  to  Physicians  and  Patients 

There  are  also  factors  relating  to  the  users  of  guidelines,  namely  physicians  and  their 
patients,  that  will  affect  their  impact  on  defensive  medicine.    If  physicians  are  unaware  of 
guidelines  or  unwilling  to  follow  them,  then  their  effectiveness  will  be  a  mute  point. 
Physicians'  willingness  to  adhere  to  guidelines  may  be  governed  by  their  patients'  demands 
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Table  2 

Possible  Limitations  of  Using  Practice 

Guidelines 

as  a  Mechanism  for  Reducing  Defensive  Medicine 

Characteristics  of 

Factors  related  to 

Factors  related  to  Legal 

Guidelines 

Physicians  and  Patients 

System 

■    Recommendations  may  be  too 

■      Physicians  and  patients  may 

■     Guidelines  are  generally 

broad  to  be  a  useful  source  of 

not  be  aware  of  guidelines. 

barred  as  evidence  of  the 

evidence  of  standard  of  care. 

■     Patients  may  demand 

standard  of  care. 

■    Range  of  situations  addressed 

services  not  specified  in 

■     The  legal  status  of  guidelines 

by  guidelines  may  be  too  small 

guidelines. 

is  subordinate  to  expert 

to  have  a  significant  impact 

testimony. 

regardless  of  their  effectiveness 

■     Physicians  may  not  have 

(unless  targeted  to  areas  with  a 

confidence  in  the  protective 

■      Courts  are  unwilling  to  accept 

high  degree  of  defensive 

effect  of  guidelines. 

cost-effectiveness  in 

medicine). 

■     Physicians  may  resist 

establishing  standard  of  care. 

■    Intensive  development  and 

adopting  guidelines. 

■     Judges  lack  of  familiarity 

review  processes  may  prevent 

with  guidelines  may 

guidelines  from  keeping  pace 

discourage  them  from 

with  medical  advances. 

allowing  the  admittance  of 
guidelines  as  evidence  of  the 

■    Existence  of  conflicting 

standard  of  care. 

guidelines  may  undermine  their 

usefulness  as  a  source  of 

evidence  of  standard  of  care. 

■    The  use  of  certain  criteria  in 

guideline  development. 

especially  cost-effectiveness, 

and  lack  of  rigorous 

development  processes  may 

reduce  their  legitimacy  as 

evidence  of  the  standard  of 

1 

care. 

■    The  source  and  intended 

- 

purpose  of  guidelines  (i.e.. 

third  party  payers  &  cost 

containment)  may  limit  their 

legitimacy  as  evidence  of  the 

standard  of  care. 

Source:    Adapted  from  OTA,  1994 
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for  services,  which  may  or  may  not  parallel  those  recommended  by  the  guidelines,  as  well  as 
by  the  extent  to  which  they  believe  that  guidelines  provide  a  useful  protection  in  malpractice 
suits  (OTA,  1994).    Physicians'  concerns  in  this  area  are  likely  to  be  heightened  by  the 
results  of  an  upcoming  study  conducted  by  Harvard  researchers  which  reveals  that  guidelines 
are  more  often  used  by  plaintiffs  against  physicians  than  in  their  defense  (cited  in  Oberman, 
1994).    As  will  be  discussed  in  the  following  section  of  this  report,  several  states  (e.g., 
Maine  and  Minnesota)  have  perhaps  anticipated  the  reticence  that  such  a  situation  might 
generate  in  the  physician  community,  and  have  established  malpractice  reforms  that  restrict 
the  ability  to  introduce  guidelines  as  evidence  in  malpractice  proceedings  to  defending 
physicians. 

3.         Factors  Related  to  the  Legal  System 

The  extent  to  which  practice  guidelines  are  admitted  into  court  as  evidence  of  the  standard  of 
care,  the  party  by  which  they  are  introduced,  and  the  legal  weight  they  carry  will  all 
influence  their  impact  on  defensive  medicine.    Currently,  the  subordinate  legal  status  of 
guidelines  in  malpractice  proceedings  limits  the  degree  to  which  the  potential  benefits 
described  above  can  be  realized.    Practice  guidelines  are  usually  barred  as  evidence  under  the 
"hearsay  rule,"  which  prohibits  the  introduction  of  out-of-court  statements  as  evidence.    They 
may,  however,  be  admitted  under  the  "learned  treatise"  exception  to  that  rule  if  they  are 
"established  as  a  reliable  authority  by  the  testimony  or  admission  of  the  witness  or  by  other 
expert  testimony  or  by  judicial  notice"  (Runkle  vs.  Burlington  Northern,  1980).    If  guidelines 
are  admitted  as  evidence  of  the  legal  standard  of  care,  they  must  be  incorporated  into  expert 
testimony  and  remain  subordinate  to  that  testimony. 

Currently,  practice  guidelines  play  a  fairly  marginal  role  in  malpractice  litigation.    A  national 
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review  of  all  published  court  opinions  between  1980  and  1993  uncovered  only  32  cases  in 
which  practice  guidelines  were  used  as  evidence  of  the  standard  of  care  (cited  in  OTA, 
1994).    To  date,  there  does  not  appear  to  have  been  any  cases  in  which  practice  guidelines 
were  admitted  as  evidence  under  the  "learned  treatise"  exception  in  Montana  (Hill,  1994; 
Baker,  1994). 

An  additional  factor  limiting  the  use  of  guidelines  in  legal  proceedings  is  judges'  lack  of 
familiarity  with  them  as  a  source  of  evidence.    A  1992  survey  of  state  trial  and  appellate 
judges  found  that  they  ranked  practice  guidelines  third  among  30  scientific  subjects  on  which 
they  need  more  information  (OTA,  1994).    Despite  these  possible  limitations,  a  number  of 
states  are  pursuing  practice  guidelines  through  legislation  in  the  hope  that  they  will  bring 
about  a  variety  of  positive  changes  in  their  health  care  systems. 

IV.       STATES'  APPROACHES  TO  PRACTICE  GUIDELINES 

Approximately  20  states  have  been  trying  to  hasten  the  benefits  to  be  derived  from  practice 
guidelines  by  enacting  legislation  relating  to  their  use.   These  states  are  pursuing  guidelines 
in  order  to  achieve  multiple  objectives,  including  cost  containment,  quality  improvement,  and 
reductions  in  malpractice  suits  and  defensive  medicine.    The  four  main  policy  strategies 
utilizing  practice  guidelines  to  accomplish  these  ends  are  identified  below. 

First,  four  states  (Iowa,  New  Jersey,  Rhode  Island,  and  Wisconsin)  have  passed  legislation 
similar  to  Montana's  that  mandates  studies  of  the  use  of  practice  guidelines  in  different 
capacities.    Second,  a  few  states  are  promoting  the  use  of  already  existing  guidelines.    For 
example,  Utah  is  pursuing  a  demonstration  project  that  explores  ways  of  getting  physicians  to 
voluntarily  adopt  guidelines,  and  Arkansas  applied  for  a  grant  from  the  Robert  Wood 
Johnson  Foundation  to  fund  the  dissemination  of  the  American  Academy  of  Pediatrics' 
guidelines  to  the  state's  pediatricians  (Leeds,  1994). 
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Third,  about  ten  states  have  directed  or  encouraged  the  development  of  practice  guidelines. 
Most  of  the  states  pursuing  this  approach  assign  responsibility  for  guideline  development  to 
an  existing  or  newly-established  government  or  quasi-govemment  agency  (e.g.,  New  York 
State  Task  Force  on  Clinical  Guidelines  and  Medical  Technology,  Florida  Agency  for  Health 
Care  Administration,  Minnesota  Practice  Parameter  Advisory  Committee).    These  groups 
may  actually  develop  guidelines  from  scratch,  they  may  choose  to  modify  or  adopt  those 
produced  by  another  source,  or  they  may  do  a  combination  of  both.    Some  of  these 
legislative  initiatives  relating  to  guideline  development  give  general  directives,  while  others 
specify  areas  in  which  guidelines  should  be  developed  based  on  criteria  that  are  important  to 
the  state,  such  as  high  cost,  high  incidence  of  malpractice  litigation,  or  public  funding 
source.    A  few  examples  of  these  targeted  guideline  initiatives  are  provided  below: 

■  Florida  specified  that  guidelines  should  be  developed  for  resource-intensive 
procedures,  including  diagnostic  imaging  centers,  radiology  therapy  units,  and 
comprehensive  rehabilitation  centers; 

■  Florida  also  mandated  the  development  of  practice  guidelines  for  physicians 
performing  caesarean  sections  for  state  and  federal  funded  deliveries; 

■  Michigan  mandated  the  development  of  guidelines  for  life  support  agencies  and 
emergency  medical  services;  and 

■  Maryland  directed  the  development  of  practice  guidelines  for  physicians 
infected  with  HIV  (Leeds,  1994). 

Some  of  the  states  that  are  developing  practice  guidelines  are  also  experimenting  with  them 
as  instruments  of  malpractice  reform.   Maryland  presents  a  unique  case  in  that  it  mandates 
the  development  of  practice  guidelines  in  areas  subject  to  a  significant  amount  of  malpractice 
litigation,  but  prohibits  their  use  as  evidence  in  legal  proceedings.    In  contrast,  Minnesota, 
Florida,  Kentucky,  and  Vermont  have  all  taken  legislative  measures  to  facilitate  the  use  of 
guidelines  as  evidence  in  establishing  the  standard  of  care  in  malpractice  proceedings.    One 
objective  of  this  latter  strategy  is  to  establish  a  more  reliable  legal  environment  in  order  to 
encourage  physicians  to  eliminate  inappropriate  defensive  medicine  from  their  practices.    The 
following  case  studies  describe  this  last  approach  in  greater  detail. 


14 


Health  Systems  Research,  Inc. 


Maine 


Maine  is  at  the  forefront  of  practice  guideline  legislation.    In  1990,  the  state  passed 
legislation  initiating  a  five-year  Medical  Liability  Demonstration  Project.    A  copy  of  this 
legislation  is  provided  in  Appendix  A.    The  project's  goals  include: 

■  Reducing  malpractice  suit  rates  and  insurance  premiums; 

■  Reducing  defensive  medicine; 

■  Reducing  variation  in  practice  patterns;  and 

■  Containing  overall  health  care  costs. 

To  accomplish  these  goals,  the  statute  authorized  the  development  of  practice  guidelines  that 
would  be  given  increased  legal  status  in  malpractice  proceedings.    Specialty  advisory 
committees  were  established  to  develop  guidelines  in  four  specialty  areas  where  defensive 
medicine  was  considered  to  be  exceptionally  pervasive,  including:    emergency  medicine, 
obstetrics/gynecology,  anesthesiology,  and  radiology.    A  complete  set  of  these  guidelines  is 
included  in  Appendix  B.    One  stipulation  of  the  project  was  that  before  it  could  be 
implemented  in  any  of  these  specialty  areas,  50  percent  of  the  physicians  in  that  field  had  to 
agree  to  participate. 

Maine's  legislation  allows  physicians  participating  in  the  project  to  use  compliance  with  the 
state-developed  guidelines  as  an  affirmative  defense  in  malpractice  trials  and  pretrial 
hearings.   An  affirmative  defense  is  "a  response  by  a  defendant  in  a  legal  suit  which,  if  true, 
constitutes  a  complete  defense  against  the  plaintiffs  complaint"  (OTA,  1994).   Therefore,  to 
prove  medical  negligence,  a  plaintiff  must  now  either  show  that  the  physician  did  not  adhere 
to  the  guideline  or  that  the  use  of  the  guideline  was  inappropriate  given  the  patient's  medical 
condition.   This  change  in  the  legal  status  of  guidelines  is  intended  to  remove  the  uncertainty 
surrounding  the  standard  of  care  that  contributes  to  defensive  medicine.    In  addition,  the 
legislation  reserves  the  right  for  defending  physicians  to  introduce  guidelines  as  evidence. 
This  was  done  to  allay  physicians'  fears  that  the  existence  of  practice  guidelines  would 
increase  rather  than  decrease  the  number  of  malpractice  claims  against  them. 
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Although  the  project  is  still  under  way,  preliminary  evidence  suggests  that  it  is  achieving  its 
objectives.    An  indication  that  the  project  may  have  reduced  the  incidence  of  malpractice 
litigation  is  evidenced  by  the  absence  of  claims  filed  with  the  state's  leading  malpractice 
insurer  in  the  three  and  a  half  years  since  the  project's  inception  (Atchinson,  1994). 

Furthermore,  the  project  appears  to  be  having  a  positive  impact  on  defensive  medicine.    The 
treatment  of  asymptomatic  head  injuries  demonstrates  this  effect.   The  Medical  Specialty 
Advisory  Committee  on  Emergency  Medicine  developed  and  disseminated  a  practice 
guideline  governing  the  use  of  cervical  spine  x-rays  for  acute  trauma  patients.    In  addition  to 
giving  directions  on  how  to  appropriately  perform  this  procedure,  the  guideline  clearly 
articulates  conditions  under  which  these  x-rays  are  not  medically  indicated.    Prior  to  the 
project,  90  percent  of  all  patients  experiencing  a  significant  fall  or  car  accident  received  a 
cervical  spine  x-ray.   This  proportion  has  fallen  to  50  percent  in  the  wake  of  the  guideline's 
dissemination  and  adoption.    Early  results  such  as  this,  which  are  considered  positive  trends, 
led  the  state  legislature  to  expand  the  project  to  additional  specialties  in  1993  (Vibbert  and 
Reichard,  1993). 

B.         Minnesota 

The  Minnesota  legislature  followed  Maine's  lead  by  incorporating  practice  guidelines  into  its 
health  care  reform  package.   The  MinnesotaCare  Act  enacted  in  1992  and  amended  in  1993 
established  a  Practice  Parameter  Advisory  Committee  (PPAC)  and  charged  it  with  the 
development,  adoption,  revision,  and  dissemination  of  practice  guidelines.    A  copy  of  this 
legislation  is  attached  in  Appendix  C.    This  law  also  significantly  increases  the  legal  status  of 
guidelines,  by  making  those  endorsed  by  the  State  Commissioner  of  Health  an  absolute 
defense  against  charges  of  medical  negligence.   This  means  that  in  order  to  successfully 
defend  themselves  against  malpractice  suits,  physicians  need  only  to  prove  that  they  adhered 
to  an  applicable  practice  guideline  (Minnesota  Practice  Parameter  Advisory  Committee, 
1994).    As  is  the  case  of  Maine,  the  right  to  introduce  practice  guidelines  as  evidence  in  a 
malpractice  hearing  is  reserved  for  the  defending  physician.   This  project  is  still  in  its 
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preliminary  phases.    Currently,  expert  panels  are  in  the  process  of  reviewing  guidelines  and 
making  recommendations  to  the  PPAC  and  the  Commissioner  of  Health  as  to  whether  they 
should  be  adopted.   To  date,  none  have  been  officially  endorsed  (Gifford,  1994). 


Florida 


In  1992  and  1993,  Florida  passed  health  care  reform  legislation  that  includes  a  hybrid  of  the 
two  approaches  described  above.    A  copy  of  this  legislation  is  provided  in  Appendix  D.    As 
in  Minnesota,  the  legislature  directed  the  Agency  for  Health  Care  Administration  (AHCA)  to 
coordinate  the  development,  endorsement,  and  implementation  of  practice  guidelines, 
concentrating  its  initial  efforts  on  especially  costly  and  common  procedures  (Vibbert  and 
Reichard,  1993).    In  addition,  the  legislation  called  for  the  establishment  of  a  demonstration 
project  similar  to  Maine's  to  evaluate  the  impact  of  practice  guidelines  on  defensive  medicine 
and  professional  liability  insurance.    This  demonstration  project  allows  participating 
physicians  to  use  adherence  to  practice  guidelines  as  an  affirmative  defense.    AHCA  is 
responsible  for  evaluating  the  project  and  making  recommendations  to  the  legislature  as  to 
whether  the  affirmative  defense  should  be  extended  to  all  Florida  physicians. 

D.        Kentucky 

Kentucky  passed  legislation  in  1994  mandating  the  Health  Policy  Board  to  develop  and 
implement  practice  guidelines.    As  in  the  cases  discussed  above,  Kentucky  increased  the  legal 
weight  of  practice  guidelines  in  establishing  the  legal  standard  of  care,  but  to  a  somewhat 
lesser  degree.    Under  this  system,  physicians  charged  with  malpractice  can  use  compliance 
with  practice  guidelines  as  a  rebuttable  presumption  in  malpractice  proceedings.   This  means 
that  the  defending  physician  is  presumed  to  have  met  the  standard  of  care  unless  the  plaintiff 
can  provide  proof  to  the  contrary  (Black,  1990). 
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E.         Vermont 

Vermont  enacted  health  care  reform  legislation  in  1992,  Act  160,  that  created  the  Vermont 
Health  Care  Authority  (VHCA)  and  directed  them  to  develop  two  universal  access  plans. 
The  VHCA  was  also  authorized  to  oversee  the  development  of  practice  guidelines  to  promote 
quality,  patient  satisfaction,  and  efficiency  within  the  health  care  system.    Currently,  VHCA- 
sponsored  guideline  development  is  still  in  the  conceptual  phase;  no  formal  activity  has  yet 
taken  place. 

Act  160  further  provides  that  upon  the  enactment  of  a  universal  access  plan,  practice 
guidelines  developed  by  professional  provider  organizations,  licensed  hospitals,  or  quality 
assurance  programs  recognized  by  the  state  can  be  admitted  as  evidence  of  the  standard  of 
care  in  a  new  mandatory  arbitration  process  established  for  medical  malpractice  cases 
(Vermont  Health  Care  Authority,  1993).    The  evidentiary  weight  of  practice  guidelines  in 
these  pretrial  hearings  would  be  no  greater  than  that  of  expert  testimony  and  the  introduction 
of  guidelines  would  not  be  restricted  to  the  defense,  but  open  to  either  party.    Because  these 
changes  are  conditioned  on  the  adoption  of  universal  access  which  has  not  yet  been  passed, 
they  have  not  been  implemented  (O'Donnell,  1994).    A  copy  of  the  enabling  legislation  for 
both  of  these  initiatives  is  attached  in  Appendix  E. 

V.        MONTANA'S  POLICY  OPTIONS 

Because  these  state  experiments  with  practice  guidelines  are  still  in  their  infancy,  it  is  too 
early  to  tell  which  approaches,  if  any,  are  successfully  reducing  defensive  medicine. 
Therefore,  for  the  time  being,  Montana  must  consider  its  policy  options  based  upon  the 
potential  benefits  of  guidelines,  but  in  the  absence  of  any  solid  evidence  proving  or 
disproving  their  effectiveness.   The  state  could  pursue  a  variety  of  different  strategies 
depending  on  how  active  it  wishes  to  be  in  this  arena.   These  strategies  are  summarized 
below. 
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A.  "Watchful  Waiting" 

Adopting  a  strategy  analogous  to  the  "watchful  waiting"  strategy  used  in  medicine  would 
enable  Montana  to  closely  monitor  other  states'  experiences  with  guidelines  and  follow  the 
natural  progression  of  practice  guidelines  within  the  medical  and  malpractice  systems  before 
determining  if  any  further  action  is  appropriate.   This  strategy  could  also  incorporate  efforts 
to  increase  the  awareness  of  practice  guidelines  among  physicians  and  their  patients  in  order 
to  overcome  some  of  the  less  severe  limitations  to  the  use  of  practice  guidelines  mentioned 
above. 

B.  Promote  Development.  Dissemination  and  Utilization  of  Practice  Guidelines 

Montana  could  opt  to  promote  the  development,  dissemination,  and  utilization  of  guidelines 
within  the  state  without  altering  their  legal  status  in  malpractice  proceedings.    This  approach 
is  based  on  the  assumption  that  in  spite  of  their  subordinate  status  in  the  current  legal  system, 
as  practice  guidelines  become  a  more  regular  feature  of  the  medical  system,  they  may  help 
reduce  defensive  medicine  by  clarifying  the  standard  of  care  (OTA,  1992). 

One  drawback  of  this  strategy  is  the  considerable  cost  associated  with  the  development  of 
high  quality  guidelines.    The  1991  General  Accounting  Office  survey  of  medical  specialty 
societies  found  that  the  estimated  cost  of  developing  a  single  guideline  or  set  of  guidelines, 
excluding  volunteer  time,  ranged  from  $5,000  to  $130,000.    One  specialty  society  estimated 
that  the  value  of  volunteer  time  over  a  two  year  period  was  more  than  $500,000.    A 
directory  of  guidelines  produced  in  1991  reported  an  even  wider  range  of  cost  estimates, 
spanning  from  a  few  thousand  dollars  to  over  $1  million  (cited  in  lOM,  1992).    As  a  point  of 
comparison,  the  development  of  a  number  of  AHCPR's  most  scientifically  rigorous 
guidelines  have  exceeded  $1  million  each.    While  these  costs  may  not  be  significant  in 
comparison  to  the  cost  savings  that  could  accrue  through  the  development  of  guidelines  that 
reduce  the  level  of  inappropriate  or  ineffective  care,  they  nevertheless  represent  a  substantial 
front-end  investment.   Most  states  that  are  attempting  to  develop  guidelines  are  trying  to 
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reduce  these  development  costs  by  focusing  on  the  adoption  and/or  modification  of  guidelines 
already  in  existence. 

C.  Change  the  Rules  of  Evidence 

The  State  Supreme  Court  could  amend  the  rules  of  evidence  through  an  administrative 
procedure  to  exempt  certain  guidelines  from  the  "hearsay  rule"  (Baker,  1994).   This  would 
allow  practice  guidelines  to  be  used  as  one  source  of  evidence  of  the  legal  standard  of  care, 
but  one  that  carries  no  greater  weight  than  expert  testimony.    A  guideline's  validity  and 
applicability  to  the  situation  could  still  be  challenged. 

D.  Increase  Legal  Status  of  Practice  Guidelines 

Finally,  Montana  could  join  the  handful  of  states  that  are  pursuing  an  aggressive  approach  to 
practice  guidelines  by  increasing  the  evidentiary  weight  of  guidelines  in  order  make  the  legal 
standard  of  care  in  malpractice  cases  more  explicit.    This  strategy  seeks  to  encourage 
physicians  to  adopt  guidelines  by  making  compliance  with  guidelines  a  strong  legal  defense. 
If  Montana  chooses  to  pursue  this  strategy,  it  will  need  to  make  the  following  decisions 
regarding  its  implementation  described  below  and  in  Table  3. 

■         How  much  legal  weight  will  guidelines  be  assigned? 

The  evidentiary  weight  of  guidelines  can  be  increased  to  differing  degrees. 
First,  adherence  to  practice  guidelines  can  be  made  a  rebuttable  presumption, 
which  means  that  the  defendant  is  presumed  to  have  met  the  standard  of  care 
unless  the  plaintiff  can  provide  proof  to  the  contrary  (Black,  1990).   The  state 
could  go  further  and  make  guidelines  conclusive  evidence  of  the  standard  of 
care.    This  means  that  if  an  applicable  guideline  was  followed,  the  standard  of 
care  is  presumed  to  have  been  met  and  the  physician  cannot  be  found 
negligent.    It  should  be  noted  that  while  elevating  the  legal  status  of  guidelines 
may  help  reduce  and  resolve  claims,  it  would  not  mean  the  end  of  malpractice 
suits.    There  would  still  be  claims  filed  on  the  basis  of  whether  or  not  the 
guideline  was  followed,  and  whether  or  not  the  guideline  was  appropriate  to 
the  given  medical  situation. 
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Table  3 
Options  for  Recognizing  Practice  Guidelines  in  Medical  Malpractice  Law 


Weight 


1.  A  guideline  provides  conclusive  definition  of  an  applicable  standard  of  care 

2.  A  guideline  raises  a  rebuttable  presumption;  proof  to  counter  this  presumption  can  be  offered 

3.  A  guideline  can  be  considered  as  some  evidence  of  an  applicable  standard  of  care 


Source  of  Recognition 


1.  Legislation 

2.  Administrative  rulemaking 

3.  Judicial  precedent 


Authoritative  Status 


1.  Guidelines  developed  by  a  specific  entity  are  authoritative 

2.  Guidelines  developed  according  to  a  specified  criteria  are  authoritative 

3.  Judges  have  case-by-case  discretion  to  determine  whether  a  guideline  in  authoritative 

4.  Juries  can  decide  sis  a  matter  of  fact  whether  a  guidelines  in  authoritative 


Right  to  Use 


1.  Only  the  defendant(s)  can  cite  and  use  guidelines  as  a  "shield"  to  claim  immunity  from  liability  for  care 
delivered  in  accordance  with  guidelines 

2.  Only  the  plaintiff(s)  can  cite  and  use  guidelines  as  a  "sword"  to  claim  malpractice  for  defendant  failure  to 
deliver  care  in  accordance  with  guidelines. 

3.  Both  defendant(s)  and  plaintiff(s)  can  cite  guidelines 


Source:    Adapted  from  the  Institute  of  Medicine,  1992 
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How  will  guidelines  be  recognized? 

Practice  guidelines  with  increased  legal  status  could  be  acknowledged  through 
separate  channels:   they  could  be  endorsed  by  the  state  legislature  or  by  an 
authorized  body  (e.g.,  MHCA)  through  administrative  rulemaking;  or  they 
could  be  acknowledged  on  a  case-by-case  basis  through  judicial  precedent 
(Field  and  Lohr,  1992;  Baker,  1994). 

Which  practice  guidelines  will  be  given  authority? 

The  state  will  need  to  determine  which  guidelines  will  be  granted  increased 
legal  status.    This  determination  could  be  made  based  on  the  entity  that 
develops  them  (e.g.,  AHCPR  or  state-developed  guidelines);  or  the 
methodology  used  to  develop  them  (e.g.,  comprehensive  literature  review, 
national  expert  opinion,  and  formalized  group  decision-making  process).    This 
decision  could  also  be  left  to  the  discretion  of  the  presiding  judges  or  to  the 
juries  (Field  and  Lohr,  1992). 

Who  can  introduce  guidelines? 

There  are  three  options  concerning  who  has  the  right  to  introduce  practice 
guidelines  into  malpractice  proceedings.    It  can  be  reserved  for  the  defendant, 
in  which  case  it  serves  as  a  "shield"  against  malpractice  liability  when  care 
was  delivered  in  accordance  with  guidelines.    It  can  also  be  reserved  for  the 
plaintiff,  serving  as  a  "sword"  in  a  malpractice  claim  used  to  show  that  a 
physician  failed  to  meet  the  standard  of  care  laid  out  by  the  guidelines. 
Finally,  the  state  could  choose  to  allow  practice  guidelines  to  be  introduced  by 
either  party  (Field  and  Lohr,  1992). 


VI.       VIEWS  OF  KEY  MONTANAN  CONSTITUENCIES 

The  views  of  some  of  the  key  Montanan  constituencies  affected  by  practice  guidelines  reveal 
that  the  political  atmosphere  in  the  state  may  support  a  relatively  conservative  approach  at 
this  time.    Discussions  with  the  Montana  Medical  Association  and  the  Montana  Trial 
Lawyers  Association  indicate  that  these  groups  appear  to  support  the  wider  implementation  of 
practice  guidelines  to  some  degree,  but  that  they  have  a  number  of  reservations  about  how 
they  will  be  used,  the  effects  they  will  have,  and  the  resources  they  will  require. 
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Both  of  these  groups  are  currently  in  opposition  to  making  guidelines  conclusive  evidence  of 
the  legal  standard  of  care.   They  also  voiced  several  other  concerns,  including: 

■  Practice  guidelines  may  lead  to  "cookbook  medicine,"  oversimplifying  the  skill 
and  art  needed  to  diagnose  and  treat  patients; 

■  Practice  guidelines  may  discourage  the  innovation  that  leads  to  medical  and 
technological  advances; 

■  The  science  of  guideline  development  is  not  far  enough  along  to  ensure  the 
production  of  high-quality  guidelines;  and 

■  The  laborious  development  process  may  preclude  guidelines  from  keeping  pace 
with  medical  advances  (Zins,  1994  &  Hill,  1994). 

In  short,  these  groups  believe  that  the  pursuit  of  guidelines  through  a  legislative  initiative 
may  be  premature  at  this  time  given  the  lack  of  evidence  as  to  their  effectiveness  and  the 
significant  costs  associated  with  their  development.   They  believe  that  Montana  should 
monitor  and  learn  from  the  experiences  of  other  states  prior  to  undertaking  their  own 
initiative. 

VII.     SUMMARY  AND  CONCLUSION 

Defensive  medicine  presents  a  challenge  to  Montana  policymakers  because  it  may  limit 
access  to  and  increase  the  cost  of  health  care,  two  effects  that  are  antithetical  to  the  state's 
goal  of  providing  affordable  health  care  to  all  of  its  residents.   Practice  guidelines  present 
one  potential  means  of  reducing  defensive  medicine.   They  hold  more  promise  than 
traditional  tort  reforms,  because  in  addition  to  reducing  physicians'  risk  of  being  sued  for 
malpractice,  they  target  inappropriate  care  and  may  help  address  the  uncertainty  surrounding 
the  legal  standard  of  care.     Practice  guidelines  may  reduce  defensive  medicine  both  directly 
and  indirectly  by  changing  physicians'  practice  patterns,  as  well  as  by  creating  a  less  litigious 
and  ambiguous  medical-legal  environment.    However,  the  ability  of  practice  guidelines  to 
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achieve  these  anticipated  results  and  the  expected  cost  savings  is  equivocal.    According  to 

Marylin  Field,  Study  Director  of  the  Institute  of  Medicine's  Committee  on  Clinical  Practice 

Guidelines: 

the  net  impact  of  practice  guidelines  on  total  health  care 
costs  cannot  be  predicted  with  confidence.    Good  guidelines 
if  implemented  should  improve  the  value  of  spending  on  health 
care,  but  the  net  impact  on  overall  costs  is  uncertain  (Field,  1993). 

Given  the  uncertain  magnitude  of  the  costs  and  consequences  of  defensive  medicine,  as  well 
as  the  unknown  effectiveness  of  practice  guidelines  at  reducing  defensive  practices,  no  single 
policy  strategy  can  be  identified  as  most  appropriate  at  this  time.   Rather,  there  are  several 
legitimate  strategies  that  Montana  could  pursue  depending  on  how  active  it  wishes  to  be  and 
how  much  confidence  it  has  in  the  future  of  practice  guidelines.    These  strategies  range  from 
monitoring  other  states'  experiences  with  guidelines  and  following  their  natural  evolution  in 
the  medical  and  legal  systems,  to  increasing  the  legal  status  of  guidelines  to  give  them  a 
greater  role  in  malpractice  proceedings.    For  the  time  being,  policy  decisions  regarding 
practice  guidelines  should  be  made  while  considering  guidelines'  potential  to  reduce 
defensive  medicine  and  its  associated  costs,  and  to  improve  the  quality  of  medical  care,  as 
well  as  their  possible  limitations  and  negative  side-effects. 
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ABSTRACT 


This  proposal,  submitted  by  Montana's  Committee  for  Improving 
Public  Health,  advocates  strengthening  our  public  health  system. 
Attention  to  pviblic  health  is  a  necessairy  complement  to  our  state's 
health  care  reform  efforts  if  the  Authority's  proposed  guiding 
principle  to  "improve  the  health  status  of  (Montana's)  population" 
is  to  be  realized. 

The  health  of  Montana's  citizens  is  largely  dependent  on  an 
inextricable  relationship  between  o\ir  medical  care  system  and  oxir 
public  health  system.  Medicine  has  the  important  role  of  treating 
illness  and  injury  in  individuals  and  employing  clinical  preventive 
procedures  and  individual  education  to  prevent,  detect,  and  treat 
disease  as  early  as  possible.  Public  health  has  the  distinct  role 
of  monitoring  for  health  threats  to  the  overall  population  and 
employing  population-based  strategies  to  prevent  them  before  they 
become  a  burden  to  society  and  the  medical  care  system.  This  role 
is  particularly  important  in  the  face  of  today's  chronic  diseases 
and  causes  of  injury  which  largely  stem  from  lifestyle  issues  and, 
by  their  nature,  fall  substantially  outside  the  influence  of  the 
medical  care  system. 

The  debate  on  health  care  reform  has  revealed  the  need  to 
focus  our  efforts  earlier  in  the  continuum  of  care  by  assuring 
access  to  primary  care  measures  and  reducing  demand  for  expensive 
secondary  and  tertiary  care.  This  proposal  advocates  taking  this 
directional  shift  one  valuable  step  further  by  bolstering  the 
population-based  services  of  public  health.  Public  health's  unique 
functions  take  place  right  where  the  health  problems  of  today  take 
root  —  in  our  communities,  workplaces,  daycares,  homes,  and 
schools.  As  much  as  70%  of  early  deaths  in  this  country  (50% 
attributable  to  behavioral  causes  and  20%  attributable  to 
environmental  causes)  could  be  influenced  by  public's  health  most 
primary  forms  of  prevention.  Yet  our  "pay  later"  approach  to 
health  care,  in  which  we  spend  only  one  penny  per  dollar  on 
population-based  prevention  services  (which  have  the  lowest  per 
capita  cost) ,  leaves  us  with  a  bill  for  prevention  failures  that 
devours  53%  of  our  health  care  dollar.  Not  a  wise  investment 
strategy. 

The  call  for  addressing  our  public  health  system  is 
compelling.  The  role  of  public  health  is  recognized  by  the 
Authority  in  its  guiding  principles,  identified  by  Regions  II,  IV, 
and  V  as  a  resource  priority,  and  prevention  is  rated  by  the 
public,  at  the  electronic  fortims,  as  the  top  goal  of  health  care 
reform.  The  results  of  a  recent  survey  of  public  health  experts  in 
commvmities  across  oxir  state,  reported  herein,  adds  urgency  to  this 
call. 


Specifically,  the  proposal  is  two-fold.  First,  it 
presents  a  plan  for  building  our  capacity  to  use  health  status 
data.  It  proposes  making  small  grants  available,  one  to  a  region, 
for  start-up  projects,  and  using  these  to  demonstrate  the  utility 
of  health  status  data  in  local  or  regional  planning.  Secondly,  it 
sets  forth  a  process,  similar  to  one  underway  in  Washington  state, 
for  examining,  standardizing,  and  bolstering  our  public  health 
infrastructure  in  communities  across  the  state.  In  this  process, 
a  task  force,  appointed  by  the  Governor,  would  take  responsibility 
for  drafting  a  "Public  Health  Improvement  Plan"  over  a  fifteen- 
month  period  and"  reporting  its  recommendations  to  the  1997 
Legislatiire.  The  public  health  professionals  and  others  appointed 
to  the  task  force  would  serve  as  volunteers,  supported  by 
consultants  and  funds  to  reimburse  travel  expenses.  Total  budget 
request  to  support  both  aspects  of  the  proposal  over  the  fifteen- 
month  period  is  $219,880. 

This  proposal  represents  the  first,  important  step  in 
answering  the  call  to  strengthen  public  health.  Montana's 
Committee  for  Improving  Public  Health  sincerely  puts  forth  this 
proposal  and  commits  its  support  to  seeing  it  through.  We 
respectfully  request  that  the  Authority  forward  this  proposal  to 
the  Legislature  with  a  strong  recommendation  for  its  passage. 


PUBUC  HEALTH  IMPROVEMENT  PLAN 

A  Proposal  to  the  Montana  Health  Care  Authority 
August  15.  1994 


PURPOSE 

This  proposal  advocates  strengthening  Montana's  public  health 
system  for  the  purpose  of  improving  the  overall  health  of  Montana's 
citizens.  The  proposal  is  designed  to  complement  Montana's  health 
care  reform  efforts  by  assuring  that  the  most  primary  forms  of 
prevention  —  population-based  public  health  services  —  are  well 
in  place  across  our  state.  Specifically  proposed  at  this  first 
stage  in  the  process  is  a  two-part  plan  to: 

1)  strengthen  the  infrastructure  of  essential  public  health 
functions  at  the  local  level;  and 

2)  develop  a  health  status  data  base  to  serve  the  state  and 
local  level  in  planning. 


STATEMENT  OF  NEED 

The  Status  and  Cost  of  Our  Heahh 

As  many  as  70%  of  early  deaths  could  be  prevented  by  public 
health  and  prevention  measures,  according  to  the  United  States 
Department  of  Health  and  Human  Services  (DHHS) .  Figures  released 
by  DHHS  further  reveal  that  53  cents  of  every  health  care  dollar  is 
spent  treating  preventable  conditions.  Yet  we  invest  only  one 
penny  per  dollar  on  preventive  activities  that  could  yield 
tremendous  cost  savings  such  as:  stopping  smoking  among  pregnant 
women  which  could  save  six  dollars  for  every  one  spent; 
fluoridating  water  which,  for  one  person's  lifetime,  costs  the 
equivalent  of  one  trip  to  the  dentist's  chair;  and  preventing  the 
spread  of  HIV  which  could  save  an  estimated  15  to  25  dollars  for 
every  dollar  spent. 

In  the  face  of  statistics  such  as  these,  the  health  care 
reform  debate  has,  quite  accurately,  emphasized  prevention. 
However,  the  discussion  around  prevention  is  most  often  limited  to 
improving  access  to  medical  procedures,  such  as  mammograms, 
physicals,  pap  smears,  and  colorectal  exams,  that  are  designed  to 
detect  diseases  early.  These  clinical  methods  are  valuable,  but  to 
get  the  most  out  of  our  prevention  dollar  we  must  invest  in 
measures  that  actually  prevent  the  disease  in  the  first  place. 


The  Essemial  Role  of  Public  Health 

Methods  to  bring  about  this  "primary"  form  of  prevention 
exist  rather  uniquely,  in  the  realm  of  public  health.  Many  of  the 
sweeping  improvements  in  health  status  that  have  occurred  over  the 
past  century-and-a-half  were  brought  about  largely  by  the 
prevention  and  population-based  focus  of  public  health.  During 
this  time,  for  example,  maternal-child  efforts  including  home 
visiting,  prenatal  and  parenting  education,  mass  immunization 
programs  and  the  VJomen  Infants  and  Children  Nutrition  Program  (WIC) 
contributed  greatly  to  reducing  by  25%  the  overall  death  rate  of 
our  nation's  children.  A  dramatic  local  example  of  the  strength  of 
these  measures  is  demonstrated  by  the  success  of  Missoula's  public 
health  prenatal  effort  in  reducing  the  low  birth  weight  rate  among 
high-risk  women  from  13%  when  the  program  started  in  1985  to  the 
current  6%  —  a  rate  better  than  Missoula's  overall  population  of 
childbearing  women. 

Modern-day  public  health  measures  are  of  particular  importance 
when  one  considers  that  the  roots  of  today's  diseases  and  deaths 
are  significantly  behavioral  and,  by  their  nature,  fall  largely 
outside  the  influence  of  our  medical  system.  In  fact,  the  Journal 
of  the  American  Medical  Association  recently  reported  that  a  full 
19%  of  deaths  are  caused  are  caused  by  tobacco;  14%  by  poor  diet 
and  exercise  habits;  and  5%  by  alcohol.  Measures  to  address  these 
problems  must  take  place  where  behaviors  are  learned  —  in  our 
communities,  our  schools,  our  homes,  our  environment,  and  our 
workplaces.   In  short,  in  public  health's  back  yard. 

Regardless  of  the  setting  or  the  public  health  issues,  the 
role  of  public  health  has  remained  the  same  over  time.  Its  mission 
is  "to  assure  conditions  in  which  people  can  be  healthy"  —  a 
societal  charge  that  is  quite  distinct  from  that  of  our  medical 
care  system.  Its  basic  process  of  assessing,  developing  policy, 
and  assuring  healthy  conditions,  whatever  they  may  be,  is  a  multi- 
purpose tool  that  has  adapted  over  time  to  address  evolving  public 
health  threats.  Witness  the  reductions  in  stroke,  heart  disease, 
and  motor  vehicles  deaths,  for  example,  that  have  been  realized  as 
public  health  re-tooled  to  combat  today's  diseases. 

In  the  last  two  decades,  however,  public  health  has  struggled 
with  issues  that  strain  its  very  foundation.  Public  health's 
success  in  turning  the  tide  in  the  battle  against  communicable 
disease,  quite  ironically,  bred  complacency  about  the  need  for 
public  health's  unique  functions  of  vigilance  and  call  to  action  — 
its  role  as  the  protector  or  "immune  system"  of  the  entire 
population.  Simultaneously,  public  health  strained  to  be  the 
safety  net  for  an  epidemic  of  individuals  unable  to  gain  access  to 
an  overburdened  medical  care  system.  As  a  result,  public  health 
has  a  weakened  grasp  on  its  core  functions  and  an  often  mistaken 
identity  as  the  provider  for  the  ujiderserved  —  a  dangerous 
distraction  from  its  charge  to  protect  the  health  of  all. 


The  Stams  of  Montana 's  Public  Health  System 

A  Sunmary  of  the  'Adequacy  of  Public  Health  Core  Functions  In 
Montana  Counties'  Survey 

In  1988,  a  comaittee  of  the  Institute  of  Medicine  that  had 
convened  aroiind  the  concern  that  "the  nation  has  lost  sight  of  its 
public  health  goals  and  has  allowed  the  system  ...  to  fall  into 
disarray",  reported  their  fears  confirmed.  A  local  look  at  the 
adequacy  of  core  functions  in  communities  across  Montana  provides 
little  to  counter  this  finding. 

The  core  functions  of  public  health,  are  by  definition, 
essential.  They  mimic  the  functions  of  the  immune  system;  to 
monitor  and  respond  to  health  threats.  To  assure  healthy  conditions 
for  all,  a  community  must  be  able  to  monitor  the  health  status  of 
its  population,  identify  health  threats  and  problems,  and  mobilize 
forces  to  address  these  threats.  While  the  shape  these  functions 
take  varies  from  community  to  community,  services  are  generally 
arranged  around  environmental  protection,  public  health  nursing 
services  and  maternal  child  health  programs,  communicable  disease 
control,  and  chronic  disease  and  injury  prevention  or  healthy 
lifestyle  promotion.  "Adequacy  of  Public  Health  Core  Functions  in 
Montana  Coiinties"  a  1994  survey  of  local  health  officials, 
conducted  by  the  Missoula  City-County  Health  Department  in 
consultation  with  the  Montana  Department  of  Health  and 
Environmental  Sciences,  provides  an  estimation  of  the  strength  of 
core  public  health  functions  across  our  state. 

Methods 

Local  public  health  officials  in  all  56  counties  were  askedto 
estimate  the  adequacy  of  nine  core  functions  in  their  county.  Fifty 
of  56  counties  responded  representing  89%  of  all  counties  and  95% 
of  the  state  population. 

Adequacy  was  rated  in  quartiles  with  the  first  quartile  being 
the  weakest  representing,  0  to  24%  adequacy;  the  second  quartile  25 
to  4  9%;  the  third  50  to  74%  and  the  strongest  rank  of  adequacy 
being  the  fourth  or  top  quartile  representing  75  to  100%  adequacy. 
Each  core  function  had  sublistings  of  related  services  that,  when 
rated  and  averaged,  provide  the  overall  estimation  of  adequacy  for 
that  core  function.  For  example,  the  core  function  of  Preventing 
Epidemics  had  sub-categories  for  services  such  as  immunization 
campaigns  and  clinics,  tracking  reportable  diseases,  and  AIDS 
prevention  activities.  Because  the  activities  of  public  health  can 
fall  in  many  arenas  and  vary  from  community  to  community, 
respondents  were  asked  to  respond  if  the  service  or  function  was 
present,  regardless  of  whether  their  department  provided  it. 


In  keeping  with  public  health's  charge  to  look  at  the  whole 
population,  results  are  reported  by  population  but  also  plotted 
geographically.  The  tool  was  compiled  from  public  health  functions 
identified  by  DHHS,  the  National  Association  of  Coxinty  Health 
Officials,  and  the  American  Public  Health  Association.  It  was 
tested  in  Region  V  during  May  and  conducted  state-wide  during  June 
and  July,  1994. 

t;^iTnTnaT-v  of  ReSUltS 

The  following  pages  summarize  and  illustrate  the  survey 
results.  The  first  section  reports  the  findings  summarized  by 
population  so  that  we  can  see  what  percentage  of  the  state's 
population  that  lives  at  various  levels  of  adequacy  for  each  of  the 
nine  core  functions.  Red  and  yellow  is  used  to  illustrate  the 
lowest  two  (weakest)  quartiles,  and  green  and  blue  the  two  stronger 
quartiles. 

The  second  set  of  charts  summarizes  the  responses  by  region. 
It  shows  the  average  adequacy  of  each  of  the  nine  core  functions 
within  each  of  Montana's  five  health  planning  regions.  The  same 
color  scheme  is  used.  Results  in  this  section  are  averaged  and 
reported  geographically,  not  compiled  by  population. 

Also,  a  set  of  maps  reported  each  county's  response  and  the 
survey  tool  is  included  in  the  appendix. 

As  the  charts  illustrate,  most  of  the  core  functions 
summarized  by  population  were  rated  at  levels  of  less  than  half 
adequate  or  slightly  better.  Across  the  five  regions,  on  the 
geographical  plotting,  the  majority  of  the  core  functions  were 
rated  as  less  than  half  adequate. 

This  survey  does  not  provide  the  scientific  ground  to  tell  us 
precisely  the  degree  to  which  we  fall  short  of  DHHS's  goal  to 
"increase  to  at  least  90  per  cent  the  proportion  of  people  who  are 
served  by  a  local  health  department  that  is  effectively  carrying 
out  the  core  functions  of  public  health";  a  problem  in  itself.  But 
it  loudly  sends  a  warning  from  the  experts  in  the  field  to  more 
closely  examine  this  arena  whose  stewards,  independently  and 
consistently,  rate  as  falling  short,  often  by  half. 

Closer  measures  of  the  public  health  system  and  the  public's 
health,  itself,  are  clearly  in  order.  Because  of  the  status  of  the 
public  health  infrastructure  in  Montana,  however,  such  measures  are 
not  yet  available  to  us.  They  could  be,  though,  if  we  chose  to 
reach. 
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THE  PROPOSAL 

The  argument  for  strengthening  public  health  to  complement 
health  care  reform  is  compelling.  In  light  of  the  status  report  on 
Montana's  public  health  system,  the  argument  takes  on  urgency.  We 
must  build  upon  our  public  health  infrastructure  in  a  planned, 
measxirable  fashion  using  health  status  as  the  blueprint. 

Building  a  Health  Status  Data  Base  and  Planning  Capability 

The  most  telling  measure  of  public  health's  adequacy  would  be 
a  measure  of  the  public's  health,  itself.  For  policy  and  planning 
purposes,  a  comprehensive,  specific,  and  longitudinal  look  at 
health  status  in  accordance  with  DHHS's  national  health  status 
goals,  "Healthy  People  2000"  is  essential.  Federal  grant  monies 
are  becoming  increasingly  tied  to  individual  states'  abilities  to 
plan  and  evaluate  progress  in  accordance  with  these  guidelines. 

Montana  can  not  quite  produce  this  measure,  yet.  A  great  deal 
of  data  exists,  but  there  are  holes  in  the  data  base  and  there  is 
no  system  for  compiling  the  data  in  accordance  with  the  national 
goals  or  in  a  way  usable  for  local  planning.  MDHES  has  listed,  as 
its  first  legislative  priority  for  the  upcoming  session,  a  budget 
request  to  build  the  health  status  data  base.  To  make  the  data 
base  usable  at  the  local  or  regional  level,  additional  funds  are 
proposed  herein. 

The  health  profiles  recently  produced  by  Missoula  and  Lewis 
and  Clark  Counties  have  already  had  far-reaching  effects  in 
identifying  local  public  health  issues  and  stimulating  home-grown 
responses.  Public  health  simply  cannot  carry  out  its  main  function 
of  assessment  without  such  a  tool.  DHHS  Year  2000  goals  call  for 
states  to  develop  the  capacity  to  conduct  "periodic  analysis  and 
publication  of  data  needed  to  measure  progress  toward  objectives." 

At  present,  most  counties  report  not  having  adequate  capacity 
to  perform  this  core  function.  Support  of  this  proposal  would 
build  this  capacity  by  assisting  individual  counties,  groups  of 
counties,  or  regions  technically  and  financially  to: 

1)  mobilize  a  local  or  regional  coalition  to  conduct  health 
monitoring  and  planning; 

2)  complete  a  local  health  status  profile; 

3)  prepare  a  community-based  action  plan  to  identify  and 
address  public  health  priorities; 

4)  integrate  with  state  data  base  use  and  planning;  and 

5)  evaluate  progress  in  implementing  plan,  effect  of  health 
policy,  and  health  resovirce  expenditures. 

Counties  or  regions  could  apply  for  funds  for  five  regional 
start-up  projects.  These  demonstration  projects  will  help 
determine  the  scope,  shape,  and  cost  of  building  this  core  function 
throughout  the  state  over  time. 
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Strengthening  Momana  's  Public  Health  Infrastructure 

with  health  status  for  a  map,  a  reliable  public  health 
infrastructure  can  serve  as  the  vehicle  to  improve  public  health. 
An  objective  measure  of  Montana's  public  health  machinery  and  its 
capacity  is  in  order.  Here  again,  however,  is  a  basic  need  unmet. 
It  is  simply  not  possible  to  conduct  the  objective  evaluation  of  a 
system,  that  is  necessary  to  plan  for  that  system,  in  the  absence 
of  standards.  Montana's  schools,  daycares,  hospitals,  laboratories, 
all  have  standards.   How  striking  that  public  health  does  not. 

Counties  or  regions,  for  the  most  part,  do  not  have  capacity 
standards  to  serve  as  goals,  let  alone  guarantees  that  a 
communicable  disease  report  will  be  thoroughly  tracked;  public 
health  nurses  will  be  available  to  families  at  risk;  environmental 
hazards  will  be  identified  or  addressed;  or  that  the  health  of  the 
population  will  be  monitored  or  addressed,  for  example.  Proposed 
is  a  process  similar  to  one  undertaken  in  Washington  state  that 
allows  Montanans  to  set  their  own  standards  for  public  health,  and 
to  do  so  in  a  fashion  that  builds  upon,  rather  than  overburdens, 
our  already  fragile  infrastructure;  as  follows: 

The  Department  of  Health  and  Environmental  Sciences  shall 
adopt  a  "Public  Health  Improvement  Plan"  developed  by  a  specially 
appointed  task  force  comprised  of  representatives  of  local  health 
departments  and  public  health  professionals,  area  Indian  health 
services,  health  services  providers,  legislators,  and  a  Health  Care 
Authority  liaison  and  citizen  concerned  about  public  health.  The 
plan  shall  provide  an  accounting  of  strengths  and  deficits  in  our 
public  health  system  at  the  state  and  local  level  and  determine  a 
plan  for  maintaining  strengths  and  addressing  deficits.  The  "Public 
Health  Improvement  Task  Force"  shall  be: 

(I)  Chaired  by  the  Director  of  the  State  Department  of  Health 
and  Environmental  Sciences  (MDHES)  and  comprised  of  the 
following  members: 

(a)  Four  public  health  representatives  from  the  state's 
largest  health  departments;  with  one  having 
expertise  in  maternal-child  health  issues  or  health 
promotion;  one  having  expertise  in  environmental 
health;  and  two  serving  as  County  Health  Officer  or 
Department  Director;  and 

(b)  Two  public  health  representatives  from  the  public 
health  departments  or  programs  in  the  state's 
frontier  counties  with  populations  over  5,000;  and 

(c)  One  public  health  representatives  serving  in  a 
county  with  less  than  5,000  residents;  and 

(d)  One  representative  of  Indian  Health  Services;  and, 

(e)  One  member  of  the  Montana  House  of  Representatives; 

(f)  One  member  of  the  Montana  Senate;  and 

(g)  One  health  services  provider;  and 

(h)   One  citizen  concerned  with  public  health;  and 
(i)   One  member  of  the  Montana  Health  Care  Authority 
serving  as  liaison;  and 
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(j)   One  staff  member  of  MDHES. 

(II)  Appointed  by  the  Governor  by  June  30,  1995  and  report  to 
the  Legislature  by  September  30,  1996. 

(Ill) Staffed  by  the  Department  of  Health  and  Environmental 

Sciences  with  additional  funds  provided  by  the 
Legislature  for  contracted  services,  expenses  for 
operating  costs,  expense  reimbursement  for  task 
force  members  for  travel,  communications,  per  diem, 
and  lodging,  and  contracted  services  costs  for  plan 
preparation. 

The  Public  Health  Improvement  Plan  shall  include: 

(I)  Definition  of  capacity  standards  for  public  health 
protection  through  the  core  functions  of  assessment, 
policy  development,  and  assurances; 

(a)  Accounting  of  communities  not  meeting  capacity 
standards  or  of  core  functions  not  being  adequately 
provided  statewide; 

(b)  Accounting  of  communities  or  statewide  core 
functions  strengths; 

(c)  A  budget  and  staffing  plan  for  bringing  all 
commvmities  to  capacity  standards; 

(d)  An  analysis  of  the  costs  and  benefits  expected  from 
adopting  capacity  health  standards; 

(II)  Recommended  strategies  and  a  schedule  for  improving 
public  health  programs  at  the  state  and  local  level, 
including: 

(a)  A  delineation  of  urgent  core  function  needs  across 
the  state  or  in  certain  geographical  areas;  and 

(b)  An  examination  of  the  feasibility  of 
regionalization  or  other  form  of  cost-effective 
administration  and  service  delivery;  and, 

(c)  Identification  of  methods  to  network  local  public 
health  services  across  the  state  to  each  other  and 
to  state  services;  and, 

(d)  Review  of  laws,  regulations,  and  policies 
pertaining  to  public  health; 

(III) Consideration  of  specific  population-based  activities 
including  health  data  assessment  chronic  and 
infectious  disease  sxirveillance;  rapid  response  to 
outbreaJcs  of  communicable  disease;  efforts  to 
prevent  and  control  specific  communicable  diseases, 
such  as  tuberculosis  and  acquired  immune  deficiency 
syndrome;  health  education  to  promote  healthy 
behaviors  and  to  reduce  the  prevalence  of  chronic 
disease,  such  as  those  linked  to  the  use  of 
tobacco;  access  to  primary  care  in  coordination 
with  existing  community  and  migrant  health  clinics 
and  other  not  for  profit  commxinity-based  health 
care  organizations;  programs  to  ensure  children  are 
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born  as  healthy  as  possible  and  they  receive 
immunizations  and  adequate  nutrition;  efforts  to 
prevent  injury;  progreuns  to  ensure  the  safety  of 
drinking  water  and  food  supplies;  poison  control; 
trauma  services;  and  other  activities  that  have  the 
potential  to  improve  the  health  of  the  population 
or  special  populations  and  reduce  the  need  for  or 
cost  of  health  services. 

(IV) A  funding  plan  including: 

(a)  A  recommended  level  of  funding  for  public  health 
services  to  be  expressed  in  terms  of  a  percentage 
of  total  health  service  expenditures  in  the  state 
or  a  set  per  capita  amount,  and; 

(b)  Methods  to  ensure  that  such  funding  does  not 
supplant  existing  funds;  and, 

(c)  Identification  of  federal  and  private  funding 
opportunities; 

(V)  Identification  of  methods  for  integrating  health  status 
data  in  the  planning  process;  and  in  conjunction  with 
local  or  regional  planning; 

(VI)  Recommendations  for  coordinating  public  health 
improvements  with  health  care  reform  efforts  and  for 
continuance  of  the  task  force  beyond  1999;  and, 

(VII) A  specific  implementation  plan  for  the  period  from  1997 
to  1999. 

SUMMARY  AND  REQUEST 

The  Montana  Health  Care  Authority  has  the  daunting  charge  to 
reform  our  health  care  system  —  to  balance  the  seemingly  opposite 
forces  of  improving  access,  yet  controlling  costs.  No  plan,  no 
matter  how  well  conceived,  however,  can  achieve  this  end  without 
the  support  of  a  strong  public  health  system  to  improve  health 
status,  seize  opportunities  for  prevention,  and  lessen  the  demand 
on  our  health  care  system.  The  exponential  gains  of  investing  in 
public  health  are  well  proven  and  the  professionals  serving  in 
Montana's  public  health  system  very  much  wish  to  support  the  health 
care  reform  effort.  A  position  of  mutual  support,  however,  is 
needed.  Just  as  the  medical  system  is  overburdened,  so  is  the 
public  health  system,  and  neither  can  fully  carry  out  its  unique 
role  should  the  other  fail. 

For  its  part,  Montana's  Committee  for  Improving  Public  Health 
proposes  starting  a  process  to  examine,  standardize,  and  strengthen 
public  health.  It  is  a  process  that  is  fixed  on  the  ultimate  point 
of  the  health  care  debate  —  improving  the  health  status  of 
Montana's  citizens.  We  respectfully  request  that  the  Authority 
forward  this  proposal  to  the  legislature  with  a  strong 
recommendation  for  its  passage. 
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BUDGET 
For  the  Period  June  30,  1995  through  September  30,  1996 

CONTRACTED  SERVICES 

Coordinator 

Full-time  X  15  months  (2600  hours)  §  $15.00/hr.    $39,000 

Clerical  Support 

Full-time  x  15  months  (2600  hours)  §  $  9.00/hr.     23,400 

Research  Consulting  Services  25,000 

Capacity  Standards  Actuarial  Study 

Contractors  Travel  18,810 

2  people,  4  trips/month,  averaging 
400  miles  ea.  §$15.50  per  diem,  $31.25 
lodging.,  $0.275/mi. 

Subcontracts  to  Regions  for  Data  Base  Demos        60,000 
5  projects  §  $12,000  ea. 

Subtotal  $166,210 

OPERATIONS 

Task  Force  Travel  35,270 

15  people,  1  trip/mo.,  avg.  400  mi.  ea., 
§$15,50  per  diem,  $31,25  lodging, 
$0.275/mile 

Basic  Phone  1  000 

Long  Distance  Phone  2  500 

Postage  7,500 

Printing  5,000 

Met  Net  (State  Video  Conference)  2,400 

Subtotal  $  53,670 

TOTAI.  REgUEgT  $219.880 
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SURVEY  OF  LOCAL  CORE  PUBUC  HEALTH  FUNCTIONS 


COUNTY: 


POPULATION :_ 
RESPONDENT :_ 
TITLE: 


ADDRESS : 


PHONE: 


TOTAL  EMPLOYEES  IN  PUBLIC  HEALTH  IN  YOUR  COUNTY:, 
TOTAL  CURRENT  YEAR  PUBLIC  HEALTH  BUDGET: $ 


PLEASE  READ  ENCLOSED  DIRECTIONS  BEFORE  COMPLETING 
IF  QUESTIONS,  PLEASE  CALL  ELLEN  LEAHY  AT  523-4770 

^^      PLEASE  RETURN  COMPLETED  SURVEY  BY  JUNE  3  TO: 

(Stamped  envelope  provided) 

Lorena  Hillis 

Missoula  City-County  Health  Department 

301  West  Alder 

Missoula,  MT    59802 

OR  FAX  TO  523-4781 
THANK  YOU  FOR  TAKING  THE  TIME  TO  HELP  WITH  THIS  SURVEY 
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DIRECTIONS 


QNK  f^rmVEY  PER  COUNTY 

1.  Only  one  surrey  should  be  completed  per  county. 

WHO  SHOUT.D  RESPOND 

2.  Whenever  possible,  someone  workme  in  a  public  health  role  should  be  the 
respondent.  This  person  should  possess  the  best  knowledge  of  the  local  situation. 
It  may  be  possible  to  convene  a  small  group  of  public  health  employees  to  best 
complete  the  survey. 

THE  FIRST  SET  OF  BOXES.  "PRESENT" 

3.  Two  responses  are  requested  for  each  item.  The  first  item  entitled  "Present"  is  to 
indicate  whether  or  not  a  function  or  service  is  present  in  the  county  —  regardless 
of  who  provides  it  —  although  most  of  the  functions  listed  are  imique  to  public  health 
departments  or  employees. 

4.  If  you  answer  "no"  or  "do  not  know"  on  the  first  item,  meaning  a  function  is  not 
present  or  you  are  unable  to  determine  if  it  is  present,  then  a  response  in  the  second 
section  of  boxes  is  not  needed. 

THE  SECOND  SET  OF  BOXES.  "ADEOUACY" 

5.  K  you  answer  "yes"  to  the  first  item,  meaning  a  function  is  present,  then  an 
assessment  of  its  degree  of  "Adequacy"  is  requested.  The  adequacy  of  a  function  is 
dependent  upon  a  number  of  factors,  including  but  not  limited  to:  capacity  as 
related  to  program,  budget,  space,  or  staff  ability  to  meet  demand  or  conduct 
adequate  outreach;  quality;  and  accessibility  related  to  client  finances,  location  of 
services,  other  barriers. 

EXAMPLES 

Please  rate  adequacy  to  the  best  of  your  ability  by  taking  all  of  these  factors  into 
consideration.   For  example: 

a.  K  your  county  WIC  program  only  has  enough  slots  available  to  serve  60%  or 
the  estimated  eligible  in  our  County,  place  an  "x"  in  the  box  labeled  "50  to 
74%  adequate. 

b.  If  your  county  sanitarian(s)  are  able  to  inspect  at  least  75%  of  licensed 
establishments  every  year,  mark  an  "x"  in  the  box  labeled  "75  to  100%" 
adequate. 

c.  If  40%  of  the  0  to  2  year-olds  in  your  county  have  had  their  immunizations 
on  time,  mark  the  "25  to  49%"  box  on  that  item. 


d.  If  you  hare  not  assessed  your  county  health  status  in  accordance  with  the 
Healthy  People  2000  goals,  mark  "no"  in  the  first  "present"  column  and  make 
no  marks  in  the  adequacy  cohmm.  If  however,  you  have  assessed,  for 
example,  the  goals  related  to  one  section  of  the  entire  document,  such  as 
infant  mortality,  mark  the  "1  to  24%"  box. 

e.  ff  your  health  board  meets  regularly  but  sets  policy  in  a  narrow  arena  of 
issues,  assess  the  scope  of  their  attention  in  relation  to  the  more 
comprehensive  scope  of  core  functions  and  rate  adequacy  proportionately. 

YOU  ARE  THE  JUDGE 

6.  You  or  your  tp^m  of  responders  know  better  than  anyone  the  extent  that  public 
health  reaches  in  your  county.  Make  your  best  estimaU,  exact  figures  are  not  needed. 
And  if  you  do  not  have  enough  information  to  even  make  an  estimate,  mark 
"unknown"  in  the  "Adequacy"  column. 

COMMENTS 

7.  Write  comments  after  each  item  as  necessary  to  explain  the  situation  in  your  county 

or  the  reason  for  your  answer. 

DISCLAIMERS 

8.  There  will  be  some  overlap  in  the  survey  that  arises  from  the  fact  that  individual 
counties  arrange  and  entitle  their  services  differently.  Apologies  if  the  format  and 
wording  used  does  not  quite  fit  your  county.  Because  core  functions  are  by 
definition  essential,  there  are  very  few  functions  that  may  not  be  needed  in  a 
particular  area.  If  this  is  the  case,  indicate  so  in  the  comment  area. 

9.  If  you  are  the  only  or  one  of  the  few  public  health  workers  in  your  county,  please 
do  not  feel  overwhelmed  by  the  comprehensive  nature  of  the  survey.  It's  purpose 
is  to  document  what  we  do  and  do  not  have  and  to  what  degree.  Please  just  do  your 
best  to  respond  and  realize  that  documenting  what  we  do  not  have  is  a  first  step  in 
trying  to  attain  it. 

SHARE     INFORMATION      WITH     REGIONAL      HEALTH     BOARD      COUNTY 
REPRESENTAnVE 

10.  Enclosed  is  a  list  of  the  County  Representatives  to  the  Regional  Health  Care  Boards. 
You  might  want  to  talk  over  the  results  of  your  survey  with  your  county 
representative.  They  are  responsible  for  inventorying  health  services  in  the  regions 
and  incorporating  public  health  should  be  an  important  part  of  that.  Hie  total 
results  will  be  tallied  and  provided  to  each  of  the  five  regional  boards  in  the  hopes 
that  the  information  will  officially  be  included  in  the  regional  resource  plans. 

RETURN  BY  TTTNR  ^ 

11.  Please  check  to  make  sure  you  filled  out  the  cover  sheet  completely  and  send  the 
survey  in  the  enclosed,  stamped  envelope  BY  JUNE  3.  Thanks. 
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333  Market  Street 

San  Francisco.  California 
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September  26,  1994 

Mr.  Samuel  Hubbard 
Executive  Director 
Montana  Health  Care  Authority 
28  N.  Last  Chance  Gulch 
Helena,  MT  59620 

Dear  Mr.  Hubbard: 

Re:  Cost  Estimation  Project  Final  Report 

Enclosed  is  our  final  repon  on  cost  estimates  for  health  care  reform  alternatives  under 
consideration  by  the  Heahh  Care  Authority.  Our  report  summarizes  the  methods,  actuarial 
assumptions  and  a  range  of  cost  estimates  resulting  from  the  Authority's  alternatives  and  these 
assumptions  We  recommend  that  these  results  be  used  carefully  by  policymakers  as  an  indication 
of  the  approximate  impact  of  major  new  programs. 

We  appreciate  the  cooperation  and  assistance  by  everj'one  involved  with  the  Health  Care 
Authority.  We  are  prepared  to  provide  further  assistance  for  the  next  phase  of  the  program's 
development. 


Sincerely, 


Sincerely, 


John  M.  Benko 

Fellow  of  the  Society  of  Actuaries 


Sandra  S.  Hunt,  M.  P.  A. 
Senior  Consultant 


Coopers  &  Lybrand  L.L.P..  a  registered  limned  liability  psnnership.  is  a  member  tirm  of  Coopers  &  Lybrand  (iniernatioral) 
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SECTION  I 

Summary  of  Cost  Estimation  Project  Results 


Overview  of  the  Project 

The  Montana  Health  Care  Authority  ("HCA")  has  undertaken  the  ambitious  tasic  of  designing  two 
statewide  universal  health  care  reform  plans  that  will  meet  the  needs  of  the  State's  residents  and 
the  guidelines  established  by  the  Montana  Legislature.  This  cost  estimation  project  starts  with  the 
work  already  completed  by  the  Authority  in  developing  initial  health  care  reform  alternatives  and 
benefit  options  and  proceeds  to  develop  the  first  round  of  cost  estimates. 

The  HCA's  charge  is  to  develop  a  single  payer  and  multiple  payer  option  for  universal  access 
plans  to  be  presented  to  the  Montana  legislature  To  assist  in  that  process  health  actuaries  from 
Coopers  &  Lybrand's  Human  Resources  Advisory  Group  developed  baseline  cost  estimates  fi-om 
the  current  health  care  system,  tailored  a  cost  projection  model  to  recognize  Montana's  unique 
characteristics,  and  developed  sets  of  assumptions  for  use  in  the  model  This  report  describes  in 
detail  the  key  components  of  the  cost  estimation  model  and  summarizes  the  results  of  this 
process 

The  HCA  requested  that  C&L  provide  certain  information  to  assist  in  their  decision  making 
process    Specifically,  we  undertook  the  following  tasks: 

•  Identified  the  general  benefit  designs  to  be  considered  as  guidelines  for  the 
analysis  (see  Section  III  for  a  description.); 

•  Developed  actuarial  cost  estimates  for  the  critical  parts  of  the  benefit  designs, 
including  specific  covered  benefits  where  appropriate; 

•  Developed  cost  estimates  for  specific  population  groups  including  those  who  are 
currently  insured  through  private  or  commercial  insurance,  those  who  are 
covered  by  Medicaid,  Medicare,  and  the  uninsured;  and 

•  Developed  a  range  of  assumptions  regarding  changes  in  the  delivery  of  health 
care  services  and  the  impact  of  those  changes  on  projected  costs  with  and 
without  health  care  reform. 

The  remainder  of  this  report  details  our  approach,  assumptions,  and  results. 
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Summary  of  Results 

Based  on  the  Health  Care  Authority's  definitions  of  the  single  payer  and  multiple  payer  universal 
access  plans,  the  following  table  shows  the  results  of  the  model  using  best  estimate  assumptions 
under  current  health  care  delivery  arrangements  and  with  the  types  of  reforms  assumed  in  this 
analysis. 


Universal  Access  Plan  Estimated  Total  Annual  Premium  Costs 

With  and  Without  Reform 

(Millions) 

Single 

Payer 

Multiple 

Payer 

Without  Reform 

With  Reform* 

Without  Reform 

With  Reform 

1994 

$1,017 

$1,017 

$764 

$764 

1995 

$1,145 

$1,145 

$859 

$859 

1996 

$1,288 

$1,124 

$833 

$848 

1997 

$1,447 

$1,238 

$897 

$929 

1998 

$1,608 

$1,347 

$961 

$1,007 

1999 

$1,787 

$1,448 

$1,019 

$1,078 

2000 

$1,986 

$1,534 

$1,077 

$1,138 

2005 

$3,029 

$2,072 

$1,427 

$1,523 

Total  cost 

represents  expected  premium  payments  and  does  not  include  out-of-pocket  cost 

-sharing 

Because  the  single  payer  alternative  has  a  more  comprehensive  benefit  design  than  the  proposed 
multiple  payer  alternative,  the  single  payer  alternative  has  a  higher  benefit  cost  (the  amount  that 
would  need  to  be  collected  through  benefits  or  taxes  to  fiind  the  system)  Because  people  tend  to 
curtail  some  use  of  services  when  cost  sharing  is  required,  the  total  costs  of  the  system  (including 
both  premium  amounts  and  out-of-pocket  payments)  will  continue  to  be  higher  under  the 
proposed  single  payer  alternative  than  under  the  multiple  payer  alternative,  although  the 
differences  are  less  when  all  costs  are  considered.  The  following  table  shows  a  summary  of  the 
expected  premium  and  out-of-pocket  costs  for  the  reform  scenarios. 
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Single  Payer  and 

Multiple  Payer  Universal  Access  Plans 

Monthly  Per  Capita  Premium  and  Out-of-Pocket  Cost  Estimates 

Single  Payer 

Single  Payer 

Multiple  Payer 

Multiple  Payer 

Average 

Average 

Average 

Average 

Monthly 

Monthly 

Monthly 

Monthly 

Per  Capita 

Per  Capita 

Per  Capita 

Per  Capita 

Benefit  Cost            Out-of-Pocket  Cost 

Benefit  Cost 

Out-of-Pocket  Cost 

1994 

$127 

$19 

$96 

$28 

1995 

$142 

$21 

$107 

$32 

1996 

$139 

$21 

$105 

$31 

1997 

$152 

$22 

$114 

$33 

1998 

$164 

$23 

$123 

$34 

1999 

$175 

$23 

$130 

$36 

2000 

$184 

$24 

$137 

$37 

2005 

$241 

$27 

$177 

$43 

Acknowledgment  of  Assistance 

We  would  like  to  acknowledge  the  substantial  assistance  to  C&L  actuaries  by  Montana  Health 
Care  Authority  staff,  other  state  employees,  especially  those  in  the  Medicaid  agency  and  the 
Department  of  Insurance,  and  representatives  of  health  plans  who  responded  to  our  requests  for 
input  In  particular.  Blue  Cross  Blue  Shield  of  Montana  provided  significant  assistance  and  data 
for  this  analysis  Valuable  input  was  also  provided  by  Health  Systems  Research  (HSR),  the 
State's  primary  consultant  for  developing  the  universal  access  plans  The  assistance  provided  was 
invaluable  in  gathering  information  and  in  obtaining  an  understanding  of  the  current  Montana 
health  care  system. 
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SECTION  II 
Introduction 


Facing  rising  health  care  costs,  state  budget  constraints  and  the  loss  of  health  insurance  by 
thousands  of  residents,  Montana  and  several  other  states  are  taking  up  the  challenge  of  improving 
access  to  health  care  services,  containing  costs,  and  providing  a  practical  long-term  approach  to 
financing  health  care  In  beginning  to  address  this  problem,  the  Montana  Legislature  established 
the  Montana  Health  Care  Authority  to  design  two  aUemative  health  care  reform  strategies  and 
guide  the  State  through  a  process  for  adopting  a  reform  plan  that  will  meet  the  needs  of 
Montanans  and  the  requirements  of  the  Legislature  as  set  forth  in  SB.  285. 

The  Human  Resource  Advisory  Group  of  Coopers  &  Lybrand  was  engaged  by  the  HCA  to 
provide  actuarial  estimates  of  the  costs  of  the  alternatives  for  health  care  delivery  developed  by 
the  Authority  This  report  provides  a  summary  of  our  results  and  a  detailed  description  of  the 
assumptions  and  methods  used  to  develop  the  cost  estimates. 

Goals  of  the  Actuarial  Estimation  of  Costs 

As  requested  by  the  HCA,  the  consulting  actuaries  at  C&L  had  two  main  objectives.  First,  we 
were  requested  to  prepare  cost  estimates  for  specified  levels  of  health  care  benefits  for  all  state 
residents  under  assumptions  of  changes  in  the  health  care  delivery  system,  including. 

•  Commercially  insured  individuals,  through  either  group  or  individual  policies; 

•  Medicare-eligible  beneficiaries, 

•  Medicaid  beneficiaries; 

•  "Uninsurable"  individuals  (those  who  are  denied  coverage  because  of  pre-existing 
conditions);  and 

•  The  remaining  uninsured. 

A  second  main  goal  was  modeling  the  impact  of  various  cost  containment  strategies  and  system 
changes    Included  in  this  analysis  were  factors  related  to: 

•  Reduction  in  administrative  expense; 
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•  Reduction  in  cost-shifting  and  uncompensated  care; 

•  Effect  of  a  single  payer  environment;  and 

•  Effects  of  a  Managed  cooperation  environment. 

Approach  to  Cost  Estimation 

Overview 

Developing  the  cost  estimates  for  Montana  required  a  series  of  steps  including  calculation  of 
relative  premium  rates  for  different  plan  designs  under  consideration,  developing  Montana- 
specific  assumptions  regarding  the  potential  changes  in  costs  that  may  occur  under  various  health 
care  reform  options,  and  modeling  the  total  system  costs  based  on  decisions  made  by  the  HCA. 
Our  cost  estimation  model  had  to  consider  the  following: 

•  Experience  of  related  government  reform  proposals; 

•  All  components  of  health  care  pricing  and  modeling,  including  the  products  and 
premium  rates  of  the  commercial  managed  care  industry,  costs  of  health  benefit 
packages,  Medicaid  programs,  and  Medicare  reimbursement  and  funding, 

•  Different  simulation  approaches;  and 

•  The  process  of  constructing  actuarial  scenarios  to  allow  consideration  of  a  proper 
range  of  cost  estimates. 

Our  approach  and  methodology  addressed  these  requirements  through  both  actuarial  modeling 
and  a  process  to  delineate  and  choose  the  key  actuarial  assumptions  for  the  "what-if '  analysis. 
We  believe  that  an  understanding  of  the  actuarial  model  and  the  process  for  choosing  key 
assumptions  is  important  for  both  interpreting  the  resuhs  of  the  model  and  the  limitations  of  this 
process. 

Overview  of  Assumptions 

The  complexity  of  developing  actuarial  estimates  for  new  programs,  whether  for  commercial 
insurance  products  or  government  health  plans,  can  be  illustrated  best  by  the  use  of  scenarios 
which  provide  a  range  of  estimates  rather  than  by  relying  on  a  single  "correct"  result  As  one 
example,  the  government  actuaries  for  the  federal  Social  Security  program  develop  tax  rates  and 
long  term  funding  projections  through  the  use  of  four  scenarios:  one  optimistic,  two  intermediate 
and  one  pessimistic  This  range  of  results  allows  administrators  and  Congress  to  choose  what 
they  believe  is  the  most  likely  (sometimes  called  the  "best  estimate")  scenario  as  well  as  to 
understand  how  much  results  may  vary  from  the  projections. 
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If  the  actuarial  model  uses  generally  accepted  actuarial  methods  for  calculating  estimates,  then 
one  of  the  critical  tasks  is  choice  of  assumptions  for  the  scenarios  The  process  that  C&L  used  to 
develop  sets  of  assumptions  included  the  following  steps: 

•  Creating  a  "baseline"  estimate  for  each  universal  access  plan  to  represent  the 
costs  of  providing  the  universal  access  plan  benefit  package  to  the  populations 
included  in  the  plan  with  the  current  delivery  system— as  if  the  universal  access 
plan  health  system  reform  provisions  had  not  been  implemented  This  baseline 
allows  us  to  measure  the  cost-containment  effects  of  the  universal  access  plan. 

•  Defining  a  range  to  include  a  pessimistic  and  an  optimistic  scenario  and  a  best 
estimate  scenario  for  the  effects  of  the  plan. 

The  pessimistic  scenario  was  not  intended  to  be  a  "worst  case"  environment  with 
the  highest  possible  costs;  rather,  it  was  defined  as  a  high  cost  set  of 
circumstances  that  could  reasonably  occur.  Similarly,  the  optimistic  scenario  was 
also  defined  as  a  low  cost  environment  which  was  reasonably  possible. 

•  We  then  asked  experts  in  Montana  (i.e..  Health  Care  Authority  members  and 
other  key  players  suggested  by  the  Authority)  for  their  input  regarding 
appropriate  assumptions 

•  Based  on  our  experience  both  on  the  federal  level  and  with  other  states,  C&L 
actuaries  prepared  a  set  of  recommended  assumptions  for  each  of  the  scenarios. 

Many  of  the  scenario  issues  are  common  to  other  states  and  most  to  the  federal 
efforts  towards  health  care  reform.  Because  C&L  actuaries  participated  in  a 
review  of  similar  cost  estimation  efforts  at  the  federal  level,  we  were  able  to  bring 
a  larger  national  perspective  to  these  issues  and  attempted  to  make  the  Montana 
assumptions  consistent  with  the  thinking  of  federal  researchers  and  actuaries. 

Similarly,  C&L  experience  with  health  care  reform  already  implemented  in 
Hawaii,  California  and  Oregon  provided  us  with  either  working  models  and 
preliminary  cost  estimates  for  several  of  the  population  groups  or  with  similar  but 
more  detailed  analysis  With  these  resources,  we  were  able  to  reach  what  we 
believe  are  appropriate  assumptions  within  the  time  frame  of  the  Montana 
project. 

•  We  reviewed  the  method  for  choosing  assumptions  with  the  Health  Care 
Authority  and  staff  and  received  approval  fi-om  project  staff  on  a  final  set  of 
assumptions  for  use  in  calculating  results  from  our  model. 
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Expected  Results 

In  addition  to  describing  our  work  in  developing  the  estimates  and  the  important  factors  that  we 
reviewed,  this  report  summarizes  a  major  effort  to  calculate  practical  and  useful  cost  estimates  for 
assisting  staff  and  residents  of  Montana  in  making  decisions  about  how  to  structure  health  care 
reform  in  Montana    Results  fall  into  two  main  categories: 

•  Per  capita  cost  estimates  of  the  monthly  health  care  cost  of  individuals  if  they 
were  enrolled  in  the  current  commercial  health  care  delivery  system;  and 

•  Total  system-wide  cost  estimates  if  major  changes  were  made  in  the  form  of  the 
two  universal  health  care  access  plans  under  consideration. 

Since  the  Montana  Health  Care  Authority  is  still  in  the  stages  of  developing  an  overall  framework 
and  does  not  have  a  detailed  structure,  these  results  should  be  considered  appro?dmations  At  the 
same  time,  we  believe  there  is  significant  value  in  comparing  cost  estimates  from  the  various 
scenarios.  Even  if  the  Authority  changes  its  recommendations  significantly,  it  is  very  likely  that 
the  relative  position  of  the  cost  estimates  now  completed  would  continue  to  be  valid. 

Limitations  of  the  Actuarial  Modeling  Process 

Like  any  other  actuarial  model  that  attempts  to  produce  cost  estimates  for  events  which  have  not 
yet  occurred,  actual  experience  under  any  scenario  including  the  baseline  status  quo  is  likely 
to  differ  from  the  results  shown  in  this  actuarial  model.  All  readers  and  users  of  this  report  should 
recognize  this  limitation  and  should  use  the  results  to  help  assess  the  direction  and  magnitude 
(e.g.,  large,  small  or  minimal)  of  any  change  modeled. 

As  mentioned  above,  use  of  scenarios  is  an  important  tool  in  trying  to  assess  the  cost  of  future 
events  We  emphasize  that  no  single  scenario  should  be  relied  upon  exclusively  as  a  measure  of 
the  cost  of  a  change  in  the  fliture  By  using  a  set  of  scenarios,  we  are  able  to  produce  a  range  of 
results  that  we  believe  represents  reasonable  and  possible  outcomes. 

Similarly,  readers  should  review  the  assumptions  chosen  and  the  reasons  for  those  choices  for 
each  of  the  scenarios.  By  gaining  an  understanding  of  each  of  the  sets  of  assumptions,  a  reader 
will  be  able  to  form  a  personal  judgment  about  how  likely  that  scenario  is. 

A  final  caution  involves  knowing  the  degree  of  change  from  the  current  system  (or  working 
models  of  health  care  reform  in  other  states)  to  the  framework  of  the  alternatives  modeled  for  this 
report  Actuaries  can  make  accurate  projections  of  new  products  or  state  programs  that  involve 
small  variances  from  well-established  current  plans.  For  example,  an  actuary  developing  a  cost 
estimate  (a  premium  rate)  for  a  new  health  care  product  with  a  higher  deductible  but  with  the 
same  basic  plan  design  can  produce  cost  estimates  that  have  a  high  degree  of  reliability. 
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However,  when  a  program  differs  considerably  from  current  programs,  the  degree  of  reliance  on 
the  cost  estimates  must  decrease  in  proportion  to  the  magnitude  of  the  changes  being  made  Both 
universal  health  care  access  plans  under  consideration  by  the  Authority  would  appear  both  to 
expand  on  current  efforts  and  to  make  significant  changes  in  some  parts  of  the  current  health  care 
system. 
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SECTION  III 

General  Framework  of  Universal  Access  Plans 


Through  a  series  of  meetings,  the  Montana  HeaUh  Care  Authority  has  developed  a  general  outline 
of  two  universal  access  plans  The  process  for  designing  these  plans  is  beyond  the  scope  of  this 
report,  but  it  is  important  for  readers  to  understand  the  general  framework  for  the  plans  in 
reviewing  the  cost  estimates 

As  Montana  Health  Care  Authority's  project  actuary,  C&L  was  asked  to  provide  cost  estimates 
for  several  benefit  design  options  under  consideration  by  the  Authority  for  incorporation  into  the 
universal  access  plan  alternatives.  These  benefit  design  options  are  described  in  greater  detail  in 
the  paper  prepared  by  HSR  entitled  "A  Comparison  of  Covered  Benefits  and  Cost  Sharing 
Requirements  Under  Selected  Health  Benefits  Plans"  (March  31,  1994),  which  was  presented  to 
the  HCA  at  its  April  1994  Meeting    These  options  may  be  briefly  described  as: 

•  The  Clinton  Health  Care  Plan  as  proposed  to  the  U.S.  Congress.  This  plan 
includes  relatively  comprehensive  benefits  and  has  a  high  and  low  cost  sharing 
option  However,  even  the  high  cost  sharing  option  is  lower  than  that  required 
by  many  of  the  popular  small  group  products  in  Montana. 

•  The  proposed  Montana  Standard  Small  Group  benefits  that  were  developed  as  a 
result  of  small  group  market  reform  This  benefit  package  is  somewhat  less 
generous  than  the  Clinton  plan.  In  particular,  preventive  services  are  less 
comprehensive,  and  dental,  vision,  hearing,  and  skilled  nursing  services  are 
excluded. 

•  Blue  Cross  Blue  Shield  of  Montana's  Advantage  Plan  for  small  groups.  This 
benefit  package  is  less  comprehensive  than  the  other  two,  with  a  $1,000 
deductible  for  hospital  services  and  50%  cost  sharing  on  all  services  with  a 
maximum  $3,000  out-of-pocket  limit. 

•  A  benefit  design  that  combines  the  common  aspects  of  two  proposals  developed 
by  different  interest  groups  in  Montana  Both  rely  on  a  combination  of  100% 
coverage  for  preventive  services  and  catastrophic  costs,  with  insurance  coverage 
for  all  other  costs.  The  insurance  coverage  would  be  provided  in  the  form  of  a 
medical  savings  account  ("MSA")  to  provide  incentive  to  reduce  utilization. 
Once  an  individual's  MSA  reaches  a  defined  level,  the  individual  would  be 
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eligible  to  make  withdrawals  from  the  account  provided  that  all  prescribed 
preventive  services  have  been  obtained.  Because  only  limited  information  on  the 
proposed  benefit  structure  for  this  plan  was  available,  our  analysis  was  less 
complete  than  for  the  other  plan  designs. 

Requirements  of  SB  285 

Montana  Senate  Bill  285  provided  guidelines  to  the  HCA  for  developing  the  universal  access 
plans.  From  a  cost  perspective,  three  of  the  requirements  are  key  to  our  analysis: 

•  The  program  is  to  cover  all  Montanans  As  a  result  of  this  requirement  we  have 
assumed  that  no  one  will  have  the  opportunity  to  opt  out  of  the  system  In 
particular  we  have  not  been  concerned  with  the  possibility  of  adverse  selection 
that  could  occur  in  a  voluntary  system,  where  those  people  with  the  greatest  need 
for  health  insurance  would  be  most  likely  to  purchase  insurance,  and  those  with 
less  need  may  choose  to  remain  outside  of  the  insurance  system. 

•  Grov^h  in  health  care  expenditures  is  to  be  limited  to  the  five  year  average 
growth  rate  of  the  gross  domestic  product.  This  growth  rate  is  lower  than  we 
would  otherwise  project,  and  has  limited  our  assumptions  regarding  trend  rates 
for  some  of  the  modeling 

•  A  standard  payment  level  is  to  be  established  so  that  providers  receive 
comparable  compensation  for  providing  a  given  service  regardless  of  the  payer 
source.  For  example,  Medicaid  payment  levels  are  currently  lower  than  average 
payment  levels  for  people  who  are  privately  insured  Under  SB  285,  either 
Medicaid  payment  levels  would  increase  to  private  levels,  private  levels  would  be 
reduced  to  Medicaid  levels,  or  some  combination  of  the  two. 

Description  of  Single  Payer  Model 

The  basic  design  of  the  single  payer  model  relies  on  a  comprehensive  benefit  package  that  requires 
cost  sharing  at  the  time  services  are  delivered.  Specifically,  the  benefit  design  requires  a  $200 
deductible,  and  20%  copayment  when  services  are  received.  An  alternative  delivery  system  that  is 
modeled  on  Health  Maintenance  Organization-type  arrangements  is  also  anticipated  Under  the 
HMO-type  delivery  system,  cost  sharing  is  required  in  the  form  of  $10  copayments  for 
professional  services.  A  more  detailed  description  of  the  proposed  benefit  design  is  provided  in 
the  Health  Care  Authority's  Statewide  Universal  Health  Care  Access  Plans. 

The  HCA  has  proposed  a  single  payer  plan  that  retains  competition  among  health  care  buyers 
This  system  design  is  closer  to  a  hybrid  between  a  highly  competitive  model  and  the  more 
traditional  "pure"  single  payer  model  similar  to  the  Canadian  system.  Under  this  design,  the  State 
(or  an  agent  of  the  State)  would  develop  all  of  the  criteria  for  participation  under  the  system, 
including  developing  fee  schedules,  data  reporting  requirements,  and  provider  practice  standards. 
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The  State  may  also  collect  premium  payments  or  other  funds  and  distribute  those  funds  to  health 
plans  or  providers. 

Description  of  Multiple  Payer  Model 

The  multiple  payer  model  developed  by  the  HCA  provides  a  less  comprehensive  benefit  design 
than  the  single  payer  model.  Under  this  benefit  design,  patients  will  pay  a  $1000  deductible  for 
hospital  services,  and  50%  coinsurance  to  a  maximum  of  $3,000  per  person  and  $6,000  per  family 
per  year  The  multiple  payer  model  is  expected  to  develop  in  part  out  of  current  changes  in  the 
health  care  delivery  system  in  Montana,  with  increased  use  of  HMOs  and  other  more 
comprehensive  forms  of  managed  care.  Under  this  system,  as  under  the  single  payer  system,  all 
health  care  providers  are  to  receive  comparable  payment  for  similar  services  In  other  words,  all 
participants  in  the  universal  access  plan  will  be  subject  to  some  form  of  a  fee  schedule,  including 
government-sponsored  groups  such  as  Medicaid  Standards  for  data  reporting  and  provider 
practice  standards  would  also  be  developed 

Both  universal  access  plans  provide  comprehensive  preventive  services  coverage  with  no  cost 
sharing  The  preventive  benefits  are  modeled  on  the  recommendations  of  the  U.S.  Preventive 
Services  Task  Force 
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SECTION  IV 

Calculation  of  Per  Capita  Cost  Estimates 

This  section  of  the  report  provides  an  overview  of  the  methods  used  to  calculate  baseline  per 
capita  costs  for  the  different  population  groups. 

The  actuarial  method  for  developing  cost  estimates  relies  on  several  elements: 

o       A  data  source  or  starting  point; 

o       Factors  for  plan  adjustments  for  the  various  options; 

o       Demographic  adjustments  to  recognize  the  characteristics  of  the  group  covered; 

o       Geographical  variation  in  costs  and  utilization;  and 

0       Differences  in  delivery  system  costs. 

After  developing  a  starting  point  using  current  data  for  each  covered  population  group,  a  baseline 
cost  for  coverage  of  these  populations  under  the  current  commercial  delivery  system  was 
calculated  Then  explicit  assumptions  about  many  likely  components  of  Montana  heahh  care 
reform  alternatives  were  chosen  to  adjust  the  basehne  cost  model. 

Because  we  are  projecting  costs  for  a  period  until  2005,  adjustments  for  a  baseline  cost  include  a 
set  of  assumptions  intended  to  be  most  likely  to  occur  before  effects  of  other  heahh  care  reform 
adjustments  are  included;  parameters  included: 

Utilization  and  cost  based  on  current  Montana  delivery  system  resuUs, 

The  benefit  packages  proposed  as  starting  points  for  our  analysis  are  either  sold 
currently  in  Montana  or  are  very  similar  to  products  currently  sold.  The  starting 
point  for  our  analysis  was  the  State  Employee  benefit  program  That  program 
provides  relatively  comprehensive  coverage,  and  varies  only  slightly  from  the 
proposed  benefit  design  for  the  single  payer  model.  The  proposed  multiple  payer 
model  is  based  on  BCBSMt's  Advantage  1000  plan,  a  popular  small  group 
benefit  design. 

Demographic  adjustment  factors  are  needed  to  adjust  for  cost  differences  that  are 
the  result  of  differing  enrollment  in  health  plans  by  age  and  sex. 
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Since  health  care  costs  generally  rise  with  age,  a  health  plan  which  has  an  older 
average  population  is  likely  to  have  higher  health  care  costs,  even  if  it  is  as 
efficient  as  a  similar  competitor.  We  used  a  set  of  demographic  risk  factors  to 
calculate  the  expected  cost  difference  between  our  data  sources  and  the  entire 
Montana  adult  population  Based  on  our  analysis,  no  adjustments  were 
necessary  because  the  population  covered  by  the  state  employee  plan  is  similar 
demographically  to  the  total  Montana  adult  population. 

—  Geographic  adjustments  for  cost  and  utilization  differences  are  frequently  also 
important  factors  in  estimating  the  costs  of  programs.  Although  we  were  made 
aware  of  the  existence  of  these  differences  for  rural  versus  urban  and  suburban 
areas  in  Montana,  we  judged  that  there  was  not  enough  sensitivity  of  the  results 
to  require  geographic  adjustments. 

Cost  differences  arising  from  differences  in  health  care  delivery  systems  also 
needed  to  be  recognized. 

HMO  enrollment  in  Montana  is  significantly  lower  than  in  many  other  states.  At 
the  time  of  our  analysis  only  approximately  10,000  Montana's  were  enrolled  in 
HMOs  Based  on  data  we  were  able  to  acquire,  it  appears  that  HMO  costs  are 
significantly  lower  than  comparable  costs  for  fee-for-service  delivery  systems.  In 
particular,  we  found  that  premium  costs  for  HMO  plans  are  similar  to  the  costs 
of  fee-for-service  plans  even  when  the  benefit  plans  are  more  comprehensive. 

initial  Pricing 

C&L  provided  an  initial  pricing  of  five  plans  to  assist  the  Authority  in  narrowing  its  benefit  design 
options  for  the  two  reform  alternatives  As  a  first  step  in  developing  the  premium  estimates  we 
relied  on  data  showing  costs  for  Montana's  state  employees.  This  program  covers  all  state 
employees  and  their  dependents  and  provides  relatively  comprehensive  coverage.  We  also 
considered  premium  cost  information  for  other  groups  of  Montanans.  To  assess  the  relative 
premium  cost  of  the  different  benefit  designs,  we  used  detailed  premium  rate  manuals  where 
appropriate  (primarily  to  assess  the  cost  differences  of  different  cost  sharing  arrangements)  and  on 
detailed  research  reports  and  claims  data  to  assess  the  likely  costs  of  covering  specific  benefits 
(such  as  various  levels  of  mental  health  coverage  or  preventive  benefits  ) 

One  generally  accepted  method  for  ranking  health  benefit  plans  is  to  use  their  "actuarial  value." 
From  a  common  sense  perspective,  a  benefit  plan  with  a  small  deductible  and  low  amount  of 
coinsurance  will  be  more  valuable  to  a  covered  individual  (excluding  consideration  of  the 
premium  level)  and,  thus,  have  a  higher  actuarial  value.  In  contrast,  a  health  benefit  plan  with  a 
very  large  deductible  (e.g.,  a  $1000  deductible)  will  require  a  considerable  amount  of  cost  sharing 
by  the  individual  and  will  have  a  lower  actuarial  value.     Using  generally  accepted  actuarial 
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practices,  every  benefit  plan  in  the  same  delivery  system  can  be  assigned  an  actuarial  value  and 
ranked  as  being  close  to  or  distant  fi-om  an  average  benefit  plan. 

Privately  Insured 

The  privately  insured  population  ("Commercial")  was  chosen  as  the  starting  point  for  modeling 
the  benefit  options  for  several  practical  reasons  First,  this  population  (consisting  of  non- 
Medicare  individuals  with  coverage  through  insurance  companies.  Blue  Cross/Blue  Shield,  HMOs 
or  self-insured  employer  plans)  has  cost  data  readily  available  from  a  variety  of  sources  Second, 
the  majority  of  the  non-Medicare  Montana  population  are  covered  under  these  plans  Third, 
several  of  the  health  benefit  options  being  considered  are  close  in  coverage  levels  to  several 
common  commercial  plans.  Last,  many  different  tools  for  modeling  are  available  and  we  could 
review  the  results  of  the  option  pricing  for  reasonableness. 

We  based  our  initial  pricing  of  the  four  plans  initially  under  consideration  by  the  Health  Care 
Authority  on  a  combination  of  sources,  including  work  we  had  completed  for  a  similar  project  in 
Colorado,  data  on  costs  of  the  Montana  State  Employee  Plan,  standard  actuarial  rate  manuals, 
and  research  on  the  costs  of  specific  benefits,  including  preventive  care  benefits  and  mental  health 
and  chemical  dependency  coverage  Relativity  factors  were  calculated  for  each  of  the  plan 
designs  being  considered  by  the  HCA. 

We  compared  the  resulting  cost  estimates  with  actual  experience  fi-om  the  Montana  State 
Employee  Plan,  using  costs  fi-om  the  "Executive  Health  Plan  Summary  Report"  for  the  period 
9/1/91  through  8/31/92,  prepared  by  BCBSMt. 

Expenses  were  grouped  into  six  categories  to  allow  for  application  of  different  trend  rates  by 
service  category,  as  well  as  analysis  of  the  cost  impact  of  making  changes  in  specific  benefits: 
Med/Surg  (which  included  Medical/Surgical,  Primary/Preventive;  Diagnostic/Laboratory/X-Ray; 
OB/GYN  and  Maternity,  Emergency  Room,  and  Skilled  Nursing);  Vision,  Dental,  Prescription 
Drug,  Mental  HeaUh  and  Substance  Abuse,  and  Other. 

Once  the  value  of  the  benefit  design  under  a  traditional  fee~for-service  delivery  system  was 
established,  we  adjusted  the  expected  premium  costs  to  reflect  differences  in  utilization  under  an 
HMO  Based  on  information  provided  by  BCBSMt,  we  adjusted  indemnity  monthly  health  care 
costs  downward  by  25%  to  account  for  the  fact  that  the  benefits  will  be  delivered  in  managed  care 
environments.  This  adjustment  reflects  the  lower  utilization  and  provider  discounts  that  are,  on 
average,  achieved  by  managed  care  delivery  systems. 

Final  Pricing  of  Universal  Health  Access  Plan  Benefit  Packages 

Several  final  adjustments  were  made  to  the  per  capita  cost  estimate  after  the  Health  Care 
Authority  decided  on  which  benefit  packages  it  would  recommend  to  be  offered  under  each 
universal  access  plan. 
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The  Authority  decided  to  model  the  "comprehensive  benefit  package"  under  the  single  payer 
universal  access  plan  on  the  benefit  design  developed  by  the  Clinton  Administration  We  adjusted 
the  monthly  health  care  costs  upward  because  we  estimate  that  there  will  be  some  induced 
demand  due  to  the  comprehensiveness  of  the  benefits  package  and  full  coverage  to  be  delivered 
under  a  single  payer.  Based  on  research  on  the  effect  of  a  single  payer  system  on  health  care 
utilization,  we  assumed  that  both  hospital  and  physician  utilization  with  increase  by  10%. 
Because  this  is  an  increase  over  current  levels,  we  assumed  that  the  new  services  would  be 
provided  at  a  60%  marginal  cost;  for  a  total  increase  of  6%  in  the  Medical/Surgical  portion  of 
monthly  health  care  costs. 

The  Authority  decided  to  offer  a  "minimum  benefits  package"  to  be  covered  under  the  multiple 
payer  universal  access  plan.  This  plan  is  a  modification  of  the  BCBSMt  Advantage  plan  benefits. 
The  primary  change  in  the  benefits  package  is  a  more  comprehensive  preventive  benefits  package 
as  recommended  by  the  U.S.  Preventive  Services  Task  Force 

Out-of-Pocket  Cost  Estimates 

In  addition  to  premium  cost  estimates,  the  HCA  was  interested  in  understanding  the  total  cost  of 
the  proposed  benefit  designs,  including  out-of-pocket  costs.  Out-of-Pocket  costs  were  calculated 
based  on  standard  actuarial  continuance  tables  These  tables  show  total  health  care  costs  and  the 
distribution  of  costs  between  premium  rates  and  out-of-pocket  expenditures. 

Adjustments  to  Average  Costs 

As  noted  earlier  in  this  report,  to  combine  various  sources  of  data  on  an  "apples-to-apples"  basis, 
several  adjustments  are  needed  These  fall  into  two  major  categories:  adjustments  for  differences 
in  the  characteristics  of  the  individuals  covered  and  adjustments  for  health  benefit  plan  differences 
(We  have  chosen  to  implicitly  incorporate  any  provider  payment  differences  into  the  actual 
average  plan  cost  information  reported.  By  using  actual  average  plan  costs  as  a  starting  point, 
our  modeling  is  linked  to  what  a  "real  world"  health  system  costs  today  rather  than  making  use  of 
theoretical  or  survey  averages.) 

Demographic  characteristics  of  covered  health  plan  populations  are  generally  available  and  were 
obtained  from  Current  Population  Survey  data.  Because  our  starting  point  was  data  for  the  State 
Employees  benefits  plan,  we  compared  the  demographic  characteristics  of  that  group  to  the  entire 
privately  insured  population  in  Montana.  Based  on  that  analysis,  we  found  that  no  adjustments 
were  necessary  because  the  demographic  characteristics  were  similar.  Other  factors  have  been 
proposed  and  studied  (e.g.,  self-reported  health  status  or  prior  claims  usage);  however,  this  type 
of  data  is  not  currently  available  for  the  project  and  methods  for  using  this  data  are  not  well 
established. 
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The  second  adjustment  for  differences  in  the  health  plan's  average  plan  makes  use  of  the  actuarial 
values  of  the  plan  discussed  earlier  We  calculated  what  those  factors  should  be  and  then  made  an 
adjustment  to  the  previously  calculated  average  cost  The  result  of  applying  both  of  these 
adjustments  allowed  us  to  blend  the  average  cost  results  together  by  delivery  system  as  a  baseline 
starting  point  for  all  of  the  modeling  for  commercial  populations. 

Induced  Demand 

Another  important  concept  for  modeling  new  health  benefit  options  is  the  amount  of  induced 
demand  for  additional  services  that  would  occur  as  covered  individuals  receive  higher  benefit 
coverage  than  they  previously  received  While  health  actuaries  have  long  been  aware  of  increases 
in  utilization  which  occur  as  benefit  plans  provide  a  higher  level  of  services,  for  some  uninsured  or 
greatly  underinsured  populations,  induced  demand  may  become  a  major  element  in  the 
development  of  option  costs. 

This  induced  demand  is  a  particular  concern  for  benefit  designs  that  require  only  nominal  cost 
sharing.  We  have  assumed  an  increase  in  premium  costs  for  the  single  payer  plan  due  to  limited 
cost  sharing  requirements  Based  on  research  on  the  effect  of  single  payer  systems,  we  increase 
the  costs  for  the  medical/surgical  component  of  the  premium  rates  by  approximately  6% 

Because  the  minimum  benefit  package  developed  for  the  multiple  payer  model  requires  a 
significant  degree  of  coinsurance  for  most  services,  we  did  not  assume  any  increases  in  utilization 
for  the  population  that  currently  is  covered  by  private  health  insurance. 

Results 

The  following  table  provides  a  summary  of  the  results  of  the  Pre-change  Adult  Health  Care  Costs 
estimates  for  the  plans  initially  considered  by  the  Authority,  as  well  as  the  monthly  health  care 
costs  for  the  plans  eventually  chosen  for  the  two  universal  health  care  access  plans  For  purposes 
of  this  report,  we  have  used  the  words  "Pre-change  Adult  Health  Care  Costs"  to  mean  the 
estimated  monthly  cost  for  health  coverage  for  an  adult  under  the  current  health  care  system  for 
the  new  plan  options.  Later  in  the  modeling  process,  we  begin  with  these  monthly  health  care 
costs  and  make  important  adjustments  to  the  costs  to  reflect  new  cost  savings  which  are  likely  to 
result  from  universal  access  plan  implementation. 


Section IV  CooPERS  &    Lybrand  Page  18 


Commercial  Population  1994  Pre-change  Adult  Monthly 

Health  Care  Costs 

HMO 

Fee-for-service 

Initial  Pricing 

Montana  State  Employee  Plan 
Clinton  Plans  (Low/High) 
Small  Group  Refomi  (HMO/Indemnity) 
BCBSMt  Advantage 

$123.51 

$126.70 

$115.55 

$84.88 

$126.68 

$119.70 

$118.85 

$87.28 

Universal  Access  Plan  Pricing 

Single  Payer,  Comprehensive  Plans 
Multiple  Payer,  Minimum  Benefits  Plan 

$132.38 
$87.02 

$125.25 
$89.45 

*   Note  that  HMO  premium  costs  are  higher  because  of  lower  out-of-pocket  requirements  comparect  to  the  fee-for-service  plans 

For  children,  based  on  work  from  other  sources  on  a  state-wide  source  of  data,  we  estimated  that 
the  cost  of  children  covered  under  commercial  insurance  arrangements  such  as  those  in  Montana 
would  be  40%  of  adult  costs.  The  use  of  this  estimate  for  the  cost  of  children  is  based  on  our 
review  of  actual  cost  data  from  a  state-wide  database  for  a  major  PPO  and  HMO  carrier  in 
another  Western  state;  comparable  data  for  Montana  was  not  readily  available. 

Medicare 

The  Medicare  covered  population  was  the  next  population  group  valued  Although  the  Health 
Care  Authority  has  decided  that  the  Medicare  population  will  be  "deemed  covered"  and  not 
directly  subject  to  the  provisions  of  either  universal  access  plan,  we  developed  cost  estimates  in  a 
manner  that  was  intended  to  be  comparable  to  our  other  cost  estimates  and  that  would  allow  us  to 
estimate  cost-shifting  should  Medicare  payments  to  providers  not  keep  up  with  payments  to 
providers  under  the  universal  access  plan. 

We  began  our  estimates  with  data  from  the  HeaUh  Care  Financing  Administration  (HCFA)  on  the 
Average  Adjusted  Per  Capita  Cost  (AAPCC)  for  its  Montana  beneficiaries.  HCFA  compiles 
AAPCC  rates  as  a  basis  for  paying  its  Medicare  Risk  (HMO)  contractors,  which  it  reimburses  at 
95%  of  the  per  capita  costs  it  would  have  paid  had  the  population  enrolled  in  the  HMO  remained 
in  the  traditional  fee-for-service  Medicare  program.  AAPCC  includes  all  HCFA  payments  to 
providers  for  services  covered  by  Medicare  and  is  compiled  on  a  county-by-county  basis  Using 
Montana  population  data  by  county  and  county  AAPCC  rates,  we  created  a  weighted  average 
AAPCC  rate  for  the  State  of  Montana  ($301  per  beneficiary  per  month). 

To  estimate  the  total  current  cost  of  Medicare  beneficiaries  in  Montana,  in  addition  to  AAPCC 
costs  we  also  had  to  account  for  the  current  costs  of  benefits  not  paid  for  by  the  Medicare 
program,  such  as  beneficiary  cost  sharing  for  covered  benefits  and  beneficiary  payments  for 
services  not  covered  by  Medicare  (e.g.,  drugs).  We  gathered  information  on  Montana  premiums 
for  various  levels  of  coverage  under  Medicare  supplement  policies  Using  premiums  currently 
charged  by  BCBSMt  for  65  year-olds  purchasing  various  levels  of  supplemental  coverage 
(ranging  from  Plan  A,  which  covers  Medicare  Parts  A  and  B  coinsurance  plus  365  additional 
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hospital  days  for  $37  per  month,  to  Plan  J,  which  covers  all  of  what  Plan  A  covers  plus  drugs  up 
to  $3000  and  preventive  care  for  $1 14  40)  Supplemental  premiums  go  up  as  the  age  of  purchase 
goes  up  We  estimated  that  these  Medicare  costs  not  directly  covered  by  the  Medicare  program 
averaged  approximately  $120  per  beneficiary  per  month. 


Medicare  1994  Average  Monthly  Health  Care  Costs 

HMO  Fee-for-service 

Medicare  Benefits  Package  $285.82  $301.00 


Medicaid 

Developing  cost  estimate  for  the  Medicaid  population  is  considerably  different  from  the  methods 
used  for  estimating  the  costs  for  other  population  groups.  In  particular,  the  process  requires  use 
of  different  data  and  a  series  of  adjustments  to  reflect  comparable  benefits.  Specific 
considerations  include  the  following: 

•  Benefit  levels  that  are  considerably  different  from  commercial  types  of  plans; 

•  Several  unique  types  of  eligibility  categories,  as  determined  under  state  and  federal 
law, 

•  Detailed  current  experience  that  includes  items  not  covered  under  the  benefit  design 
options  under  consideration,  including  elements  of  long-term  care  and  certain  types  of 
mental  health  benefits; 

•  The  need  to  translate  per  capita  costs  at  Medicaid  utilization  rates  for  each  of  the 
significant  populations  into  per  capita  costs  at  similar  utilization  but  with  Commercial 
payment  rates; 

•  Frequent  enrollment  and  disenroUment  which  makes  calculation  of  a  monthly  per 
capita  cost  complex  and  difficult  to  interpret,  and 

•  Data  from  the  Montana  Medicaid  agency  in  a  format  that  was  considerably  different 
fi"om  other  sources,  causing  problems  of  comparability  and  in  removing  costs  for  non- 
covered  services. 

The  Health  Care  Authority  has  decided  to  initially  leave  the  Medicaid  program  benefits  as  they 
are,  so  that  even  under  the  minimum  benefit  package  developed  for  the  multiple  payer  plan 
Medicaid  recipients  would  continue  to  receive  their  current  level  of  benefits.  The  HCA  did 
decide,  however,  that  payment  levels  for  Medicaid  recipients  would  increase  to  commercial 
payment  levels  under  the  universal  access  plans.  As  part  of  the  modeling  process  (described  more 
thoroughly  in  the  next  section),  we  assumed  that  a  portion  of  the  difference  in  payment  levels, 
also  known  as  the  cost  shif^,  would  be  recaptured  through  lower  trend  rates  for  all  health  care 
costs    Because  there  are  no  immediate  plans  for  program  modification  under  the  universal  access 
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plan  proposals,  a  monthly  per  capita  cost  estimate  based  on  the  current  cost  of  providing  the 
Medicaid  medical  benefits  was  used  as  input  to  the  model  This  amount  was  then  adjusted  to 
reflect  current  differences  in  payment  levels  between  Medicaid  and  private  insurers  A  total  cost 
shift  of  28.3  was  assumed  for  the  Medicaid  population. 

To  determine  an  appropriate  current  cost  estimate  for  the  Medicaid  population,  we  first  collected 
data  from  the  State  of  Montana  Department  of  Social  and  Rehabilitation  Services  on  Medicaid 
program  eligibles  and  on  total  program  expenditures  by  service  category  Data  fi^om  the  State's 
FY92  HCFA  2082  payment  report  was  summarized  by  eligibility  group  Because  we  felt  that  the 
most  fair  and  comparable  representation  of  costs  for  this  population  should  exclude  long-term 
care  and  other  benefits  outside  the  scope  of  the  benefit  packages  under  consideration  for  other 
populations,  the  total  payments  were  adjusted  to  reflect  acute  medical-care  related  expenditures 
only  We  excluded  expenditures  for  Intermediate  Care  Facilities  for  the  Mentally  Retarded  and  for 
Extended  Care  Skilled  Nursing  Facilities,  and  deleted  80%  of  total  expenditures  for  Resident 
Psychiatric,  Home  Health,  and  Personal  Care  services. 

Because  FY92  eligibility  data  were  not  available,  we  used  department  data  on  Active  Medicaid 
Cases  for  FY  93  and  adjusted  total  eligibles  downward  by  the  FY92-FY93  growth  rate  of 
approximately  3.9%  Based  on  data  fi"om  C&L's  work  with  the  Oregon  Medicaid  program  on  the 
average  of  length  of  program  eligibility  by  aid  category,  we  estimated  the  total  number  of  member 
months  of  eligibility  by  aid  category  for  the  Montana  Medicaid  program  for  FY  92.  We  divided 
total  expenditures  by  aid  category  by  this  amount  to  get  a  weighted  average  adult  cost  per 
member  month  of  $248. 16. 


Medicaid  Population  1993  Pre-change  Adult  Monthly  Health  Care  Cost 

HMO  Fee-for-service 

Medicaid  $240.22  $248.16 


For  children,  costs  are  somewhat  more  expensive  for  this  population  than  for  a  commercial 
population  Based  on  an  analysis  of  each  of  the  individual  categories  of  Medicaid  recipients,  we 
found  that  a  child  had  costs  that  were  approximately  58%  of  adult  costs.  Some  of  this  difference 
is  readily  explained  by  the  greater  proportion  of  children  in  the  birth-to-two  years  age  group, 
where  there  is  substantial  utilization  of  well-baby  and  immunization  services. 

Uninsured/Uninsurable 

Developing  cost  estimates  for  the  Uninsured  and  Uninsurable  populations  is  a  challenging  task 
because  there  is  no  recognized  source  of  data  for  a  group  which,  by  definition,  does  not  have 
formal  health  care  coverage.  We  believe,  however,  that  limited  amounts  of  data  are  available 
fi-om  which  to  make  reasonable  estimates  Part  of  the  approach  used  here  was  to  segregate  the 
overall  Uninsured  population  into  two  separate  categories: 
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•  "Uninsurable"  individuals  who  have  been  denied  coverage  by  health  plans, 
usually  for  reasons  related  to  pre-existing  health  conditions,  and 

•  Other  uninsured  individuals  ("Uninsured")  who  for  reasons  of  lack  of  income, 
access  or  choice  do  not  have  health  care  coverage. 

For  the  Uninsurable  population,  there  are  programs  in  nearly  20  states  that  provide  some  type  of 
insurance  coverage,  usually  at  highly  subsidized  rates  through  a  program  which  is  usually  run  by 
the  private  insurance  industry.  For  developing  cost  estimates  for  this  population  in  Montana  we 
looked  to  data  from  two  other  states,  Minnesota  and  California  Minnesota  has  one  of  the  oldest 
programs  in  the  country  with  nearly  15  years  of  experience.  While  California's  program  is 
relatively  new  with  over  three  years  of  experience,  it  currently  has  approximately  15,000 
enrollees,  all  in  managed  care  plans. 

Based  on  this  experience  and  on  the  structure  of  the  programs,  we  were  able  to  develop  a  factor 
which  is  based  on  the  experience  of  these  two  states  and  appears  to  be  relatively  common  to  many 
of  these  programs.  Many  programs  require  individuals  to  pay  125%  of  "standard"  premiums, 
actual  experience  is  generally  in  the  area  of  175%  of  the  premium  revenue  for  an  overall  cost  of 
about  220%  of  "standard"  premium.  We  applied  this  factor  to  adjust  the  Commercial  premiums 
developed  earlier  to  obtain  a  cost  estimate  for  each  of  benefit  design  option  in  indemnity  and 
HMO  variations. 

The  following  table  summarizes  the  baseline  monthly  adult  per  capita  costs: 


Uninsurable  1993  Pre-change  Adult  Monthly  Health  Care  Costs 

HMO  Fee-for-service 

Universal  Access  Plan  Pricing 

Single  Payer,  Comprehensive  Plans  $313.69  $289.92 

Multiple  Payer,  Minimum  Benefits  Plan  $190.57  $195.57 


For  children's  costs,  limited  experience  indicates  that  costs  do  not  vary  greatly  by  age;  individuals 
that  are  denied  coverage  appear  to  have  similar  costs  at  all  ages.  For  purposes  of  this  cost 
estimate,  we  assumed  that  adults  and  children  had  the  same  costs. 

We  also  estimated  the  size  of  the  Uninsurable  population  using  a  commonly  accepted  rule  of  1% 
of  the  whole  State's  population.  This  number  of  people  was  then  removed  from  the  overall 
estimate  of  Montana  residents  without  health  insurance  to  obtain  the  number  of  Uninsured  as  we 
have  defined  the  group. 

For  the  remaining  Uninsured,  we  looked  to  available  but  limited  data  from  several  programs  that 
are  in  early  stages  of  operation  and  at  the  limited  research  that  is  directly  applicable    One  of  the 
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programs  most  similar  to  coverage  of  an  uninsured  population  is  the  Washington  State  Basic 
Health  Plan  ("BHP").  Based  on  conversations  with  staff  at  BHP,  we  understand  that  costs  over 
the  most  recent  several  years  for  a  population  of  approximately  20,000  people  are  about  95%  of 
similar  populations  of  the  Commercial  health  plans  participating  in  the  program  A  program  in 
Hawaii  to  cover  the  remaining  uninsured  there  (those  not  covered  by  the  employer  mandate)  has 
had  experience  which  is  considerably  more  favorable  than  expected  However,  the  Hawaiian 
program  uses  a  very  limited  "basic"  benefits  program  and  its  experience  is  probably  not  directly 
applicable  The  Kaiser  Foundation  Health  Plan's  "Connections"  program  in  Colorado,  which 
covers  certain  individuals  without  health  insurance  who  are  referred  to  Kaiser  by  government 
agencies,  has  experience  that  is  somewhat  lower  than  that  of  the  average  Kaiser  member  in 
Colorado. 

Part  of  the  famous  study  of  health  insurance  by  Rand  included  estimates  of  the  cost  of  coverage 
for  individuals  who  were  previously  uninsured  at  the  time  of  their  inclusion  in  the  study. 
Although  this  data  is  now  somewhat  dated,  the  study  showed  that  the  cost  of  this  newly  covered 
group  was  less  than  that  of  other  similar  previously  covered  groups  It  also  indicated  that  there 
was  very  little  "pent-up  demand"  by  the  newly  covered  individuals. 

After  review  of  this  information,  we  used  a  factor  of  95%  of  Commercial  premium  rates  to 
represent  the  estimated  costs  of  this  group  of  Uninsured  (without  the  high  cost  individuals  in  the 
Uninsurable  category)  This  factor  reflects  both  the  younger  age  of  this  population  and  the 
explicit  separation  of  high  cost  "Uninsurable"  individuals  into  a  separate  category.  The  resulting 
pre-change  adult  monthly  health  care  costs  are  as  follows: 


Uninsured  1993  Pre-change  Adult  Monthly  Health 

Care  Costs 

HMO 

Fee-for-service 

Universal  Access  Plan  Pricing 

Single 

Payer,  Comprehensive  Plans 

$127.09 

$120.24 

Multipl 

e  Payer,  Minimum  Benefits  Plan 

$83.54 

$85.87 
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SECTION  V 

Modeling  Future  Costs  With  and  Without  Reform 

Overview 

As  described  eariier  in  this  report,  an  important  and  generally  accepted  actuarial  method  for 
estimating  the  costs  of  new  benefit  programs  is  the  use  of  scenarios.  Using  input  from  the  HC  A 
(from  meetings  and  from  confidential  replies  to  written  data  requests),  C&L  developed  sets  of 
assumptions  that  were  approved  by  HCA  staff  for  each  of  three  scenarios: 

•  Best  estimate, 

•  Pessimistic,  and 

•  Optimistic. 

In  addition  to  assumptions  for  these  three  scenarios,  C&L  also  created  a  "no  reform"  estimate  for 
each  universal  access  plan.  This  "baseline"  represents  the  cost  of  providing  the  universal  access 
plan  benefit  package  to  the  populations  included  in  the  plan  with  the  current  delivery  system  This 
baseline  gives  us  a  reference  point  to  measure  the  cost-containment  effects  of  the  universal  access 
plan. 

The  following  discussion  describes  in  detail  the  kinds  of  explicit  assumptions  chosen  for  our  best 
estimate,  pessimistic,  and  optimistic  scenarios  Separate  modeling  was  performed  for  the 
proposed  single  payer  and  multiple  payer  systems  Where  different  assumptions  were  chosen  for 
the  two  universal  access  plans,  the  differences  are  noted  Although  any  of  these  assumptions  may 
be  criticized  individually,  we  believe  that,  in  total,  they  represent  reasonable  conjecture  about  the 
direction  the  health  care  system  will  take  under  the  proposed  Montana  universal  access  plan 
alternatives. 

For  each  of  the  three  scenarios,  the  C&L  model  was  able  to  consider  explicitly  the  following 
assumptions: 

•  Pre-change  monthly  health  care  costs  (unadjusted  for  universal  access  plan 
effects)  for  adults  and  children  for  each  major  covered  group  The  development 
of  this  assumption  was  described  in  detail  earlier  in  this  report, 

•  Trend  rates  of  monthly  health  care  costs; 
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•  Migration  of  individuals  from  one  delivery  system  to  another  over  the  study 
period; 

•  Recovery  of  revenue  generated  fi"om  a  decrease  in  cost-shifting  and 
uncompensated  care; 

•  Administrative  cost  savings  to  either  insurers  or  providers  from  the  universal 
access  system; 

•  Effects  of  a  single  payer  framework;  and 

•  Effects  of  a  Managed  Cooperation  framework. 

The  assumptions  chosen  for  each  of  these  elements  are  summarized  in  the  following  section  of 
this  report. 

In  developing  the  assumptions,  a  number  of  specific  requirements  of  Montana  SB  285  and 
Montana's  circumstances  needed  to  be  taken  into  account;  as  well  as  decisions  made  by  the  HCA: 

•  Many  parts  of  Montana  have  limited  access  to  health  care  providers  Only  40% 
of  Montana's  population  live  in  urban  or  semi-urban  areas. 

•  Trend  rates  in  Montana  have  been  somewhat  lower  than  national  averages  over 
the  past  5  years 

•  Montana  has  relatively  high  concentration  of  citizens  enrolled  in  a  single  health 
plan  today;  approximately  50%  of  the  insured  population  is  covered  by  Blue 
Cross  and  Blue  Shield  of  Montana. 

•  SB285  requires  that  all  participants  in  the  universal  access  plan  have  equal 
payment  levels  for  the  same  services  Therefore,  the  current  lower  payment 
levels  for  the  Medicaid  program  would  need  to  move  up  to  the  higher  private 
levels  or  a  mechanism  would  need  to  be  developed  to  limit  payment  rates  for 
privately  insured  people  Should  the  Medicare  population  be  included  in  the 
universal  access  program,  those  payments  levels  would  also  need  to  increase. 

•  The  HCA  chose  a  single  payer  model  that  allows  for  multiple  insurers  This 
model  would  potentially  allow  competition  to  exist  among  health  plans  and 
providers,  but  would  also  retain  some  additional  administrative  expense 
compared  to  the  amount  required  for  a  single  payer  model  similar  to  the 
Canadian  health  care  system. 
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Trend  rates  for  the  universal  access  program  are  limited  based  on  the  5  year 
average  growth  rate  in  the  gross  domestic  product. 


Population  Estimates 

Population  growth  assumptions  were  identical  for  all  of  the  modeling.  For  purposes  of  projecting 
the  number  of  people  covered  in  each  year,  we  used  forecasts  from  the  State  Census  and 
Economic  Information  Center,  As  a  starting  point,  we  distributed  the  total  1994  Montana 
population  of  832,170  among  the  following  four  insurance  sources  based  on  an  HSR  analysis  of 
1992-1993  Montana  Current  Population  Survey  data:  commercial  insurance.  Medicare, 
Medicaid,  and  uninsured.  We  included  those  Medicare  beneficiaries  that  also  have  Medicaid  or 
private  insurance  coverage  in  the  Medicare  population.  We  included  both  group  and  individual 
commercial  coverage,  coverage  through  the  CHAMPUS  program,  and  those  with  private 
coverage  in  addition  to  Medicaid  or  CHAMPUS  coverage,  in  the  commercial  insurance  category. 
The  populations  allocated  to  each  insurance  source  were  further  distributed  to  adult  and  child 
categories.  For  the  Medicaid  population  we  used  information  from  Medicaid  eligibility  statistics 
The  distribution  of  adults  and  children  for  other  populations  is  based  on  the  CPS  analyses. 

After  distributing  the  Montana  population  by  insurance  status,  we  removed  those  populations  that 
the  Health  Care  Authority  has  deemed  "covered"  and  not  subject  to  the  provisions  of  the 
universal  access  plans.  We  removed  a  total  of  63,025  people  from  the  commercial  coverage  total, 
including  19,910  CHAMPUS  eligibles  (1993  enrollment,  per  HSR  research),  31,000  people 
eligible  for  services  through  the  Indian  Health  Service  (the  tribal  reservation  population,  per  HSR 
research),  and  12,115  veterans  (veterans  using  one  of  Montana's  two  Department  of  Veterans 
Affairs  facilities,  per  HSR).  We  were  not  able  to  remove  the  Active  Duty  Military  population, 
another  population  deemed  covered  by  the  Authority,  from  our  population  totals  because  we  did 
not  have  population  data  available. 


Initial  Population 

Distribution, 

1994 

Plan 

Adults 

Children 

Total 

%  bv  Plan 

Comm  Indem 

326,307 

161,615 

487,922 

73.3% 

Comm  HMO 

8,714 

4,686 

13,400 

2.0% 

Medicaid 

29,118 

39,822 

68,940 

10.4% 

Medicaid  HMO 

0 

0 

0 

0.0% 

Uninsrd  Indem 

65,324 

22,083 

87,407 

13.1% 

Uninsrd  HMO 

0 

0 

0 

0.0% 

Unsurbl  Indem 

6,219 

2,102 

8,322 

1 .2% 

Unsurbl  HMO 

0 

0 

0 

0.0% 

Total 

435,681 

230,308 

665,990 

100.0% 
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The  resulting  population  to  be  directly  included  in  the  Montana  universal  access  plans  totaled 
665,990,  approximately  73%  commercial,  10%  Medicaid,  13%  Uninsured,  and  1%  Uninsurable. 

We  allocated  13,400  of  the  commercial  population,  approximately  2.6%  of  the  commercial 
population  total,  to  HMO  plans  to  reflect  the  1994  enrollment  of  BCBSMt  Montana's  HMO,  the 
only  HMO  currently  operating  in  the  State.  No  portion  of  the  other  populations  were  allocated  to 
HMO  plans  in  1994. 

Best  Estimate  Assumptions 

The  best  estimate  scenario  is  the  one  of  the  three  scenarios  chosen  that  C«S:L  believes  is  the  most 
likely  to  occur  if  a  universal  health  care  access  plan  is  implemented  Readers  should  note, 
however,  that  it  is  important  to  consider  the  range  of  results  developed  by  the  other  scenarios  at 
the  same  time;  the  limitations  on  the  actuarial  modeling  process  are  significant  and  readers  should 
not  place  undue  weight  on  any  single  modeling  estimate.  We  have  assumed  that  a  universal 
access  plan  will  not  be  implemented  until  1996,  so  our  assumptions  represent  no  change  to  the 
current  baseline  until  that  year. 

1 .  Trend  represents  the  expected  increase  in  per  capita  costs  fi-om  year  to  year  It 
includes  increases  due  to  change  in  unit  prices  (medical  inflation),  changes  in 
utilization  and  intensity  of  services,  changes  in  technology,  and,  for  benefit  plans, 
will  generally  include  an  effect  fi-om  "leveraging"  of  cost-sharing  provisions. 
("Leveraging"  of  cost-sharing  provision  occurs  if  costs  increase  but  cost-sharing 
provisions  like  deductibles  remain  frozen;  for  a  high  deductible  plan,  leveraging 
may  add  2-3%  to  the  underlying  increase  in  per  capita  unit  costs,  as  seen  in  an 
employer's  insurance  premium.) 

For  the  first  year  (1994),  the  trend  factors  shown  in  the  following  chart  use 
current  trends  in  the  Montana  marketplace  based  on  input  fi-om  the  Health  Care 
Authority  and  C«&L  experience.  The  average  annual  trend  rates  for  the  following 
years  represent  C&L's  interpretation  of  responses  fi-om  Authority  members  and 
the  general  direction  of  trends  in  response  to  market  pressure  Lower  trend 
factors  for  some  market  segments  reflect  the  likely  results  of  aggressive  cost 
containment  efforts.  We  assumed  that  HMO  and  Fee-for  Service  trends  would 
be  the  same  in  the  single  payer  and  multiple  payer  scenarios  because  the  structure 
of  the  single  payer  allows  for  continued  competition  among  health  plans  and 
carriers  These  initial  trend  rates  do  not  include  the  effects  of  additional 
adjustments  to  trend  under  the  various  scenarios  or  of  global  trend  caps,  which 
are  proposed  and  modeled  under  both  universal  access  plans  beginning  in  1999  at 
the  level  of  increase  in  the  gross  domestic  product  (GDP). 
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Average  Annual  Trend  Rate 

HMO 

Fee-for-Service 

1994-1995 

8% 

11% 

1995-1996 

8% 

11% 

1996-1997 

7% 

9% 

1997-1998 

6% 

8% 

1998-1999 

5% 

7% 

1999-2000 

5% 

7% 

2000-2005 

5% 

7% 

These  initial  trend  assumptions  are  adjusted  in  the  model  based  on  the 
assumptions  regarding  scenario-specific  changes  in  trend  that  follow  (including 
adjustments  for  cost  shifting,  effect  of  increased  competition  and  other  factors). 
Because  SB  285  limits  growth  in  health  care  expenditures  to  the  five  year 
average  growth  in  the  gross  domestic  product,  the  annual  trend  rates  are  capped 
at  that  rate.  GDP  trend  increases  are  projected  to  be  6.1%  in  1999  and  5.7% 
annually  fi-om  2000  to  2005,  according  to  data  compiled  by  HSR  from 
Congressional  Budget  Office,  Office  of  Management  and  Budget,  and  consensus 
data  from  "Blue  Chip  Economic  Indicators". 

Migration  between  health  plans  (from  Fee-for-service  to  HMO  plans)  reflects 
individual  choice  under  a  universal  access  plan  framework  where  individuals 
would  choose  health  plans  based  on  price,  quality,  benefits,  and  provider 
networks  We  have  assumed  that  because  both  universal  access  plans  will 
continue  to  allow  a  choice  of  health  plans  and  will  not  discourage  the  entry  of 
new  managed  care  plans  in  to  the  market,  migration  will  occur  equally  under  the 
single  payer  and  multiple  payer  options.  Depending  on  how  any  individual 
contribution  requirements  are  structured,  as  wells  as  how  quickly  managed  care 
plans  develop  in  Montana,  migration  assumptions  could  vary.  For  the  single 
payer  plan  in  particular  we  have  assumed  that  the  state-fianded  premium 
contribution  would  be  based  on  the  lowest  cost  available  plan,  and  the  remaining 
premium  amount  would  be  the  responsibility  of  the  individual  At  the  same  time, 
migration  to  tightly  managed  care  plans  is  limited  by  the  population  density  of 
Montana. 

Migration  assumptions  were  chosen  based  on  the  limited  data  available  in  the 
private  sector  from  similar  arrangements  (such  as  the  CalPERS  benefits  provided 
to  state  workers  in  California  and  a  similar  program  in  Minnesota).  C«S:L  also 
attempted  to  consider  possible  capacity  limits  in  health  plans  resulting  from  too 
rapid  shifts  in  enrollment  and  from  the  rural  character  of  Montana  Because  40% 
of  Montanans  live  in  rural  areas  which  may  not  be  covered  by  managed  care 
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systems,  we  have  limited  HMO  migration  to  a  maximum  of  40%  of  any 
population. 

We  have  assumed  that  the  Medicare  population  will  migrate  at  roughly  half  the 
rate  of  the  commercial  population,  and  that  the  Medicaid,  uninsured,  and 
uninsurable  populations,  because  of  their  predominantly  low  income  status  and 
resulting  price  sensitivity,  will  migrate  at  approximately  twice  the  commercial 
rate.  (Note:  Assumptions  were  developed  for  all  populations,  but  only  those 
covered  by  the  universal  access  plan  based  on  the  HCA's  decisions  are  included 
in  the  summary  results.) 

The  following  table  shows  our  migration  assumptions: 


Migration  per  Year, 

Fee-for-Service  to  HMO 

1994-95 

1995-96 

1996-97 

1997-98 

1998-99 

1999-2000 

2000-05 

Commercial 

1.35% 

2.05% 

5% 

5% 

5% 

5% 

21 .7% 

Medicare 

0% 

0% 

2.5% 

2.5% 

2.5% 

2.5% 

13.1% 

Medicaid 

0% 

0% 

10% 

10% 

10% 

10% 

8.5% 

Uninsured 

0% 

0% 

10% 

10% 

10% 

10% 

8.5% 

Uninsurable 

0% 

0% 

10% 

10% 

10% 

10% 

8.5% 

The  percentages  shown  in  these  tables  are  interpreted  to  mean  that,  for  example, 
1.35%  of  the  Commercial  fee-for-service  population  in  1994  would  transfer  to 
HMOs  in  1995.  An  additional  2.05%  of  the  remaining  1995  commercial  FFS 
population  would  transfer  to  HMOs  in  1996.  The  final  period  numbers  reflect 
the  total  migration  cap  of  40%. 

3.  Recovery  of  revenue  generated  from  a  decrease  in  cost-shifting  and 
uncompensated  care  may  be  possible  if  providers  realize  an  increase  in  revenue 
from  new  sources  such  as  universal  access  plan  implementation.  Based  on 
research  and  discussions  at  a  national  level,  we  have  assumed  that  the  recovery 
would  be  the  same  for  all  delivery  systems  This  assumption  is  also  consistent 
with  SB285's  requirement  that  all  insurance  plans  pay  the  same  rate.  We  have 
flirther  assumed  that  either  universal  access  plan  fi-amework  would  include  either 
significant  market  pressure  or  a  mechanism  for  achieving  the  cost  recovery  over  a 
period  of  several  years. 

We  estimated  that  the  current  cost  shift  represents  approximately  12%  of 
commercial  monthly  health  care  costs  by  first  adjusting  total  spending  to  reflect 
the  true  cost  of  providing  services  to  the  non-commercial  population  at 
commercial  rates.  Based  on  data  from  the  Montana  Hospital  Association,  we 
assumed  that  the  cost  differential  for  hospital  services  was  approximately  23  9%, 
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and  based  on  data  from  the  Physician  Payment  Review  Commission,  we 
estimated  that  the  cost  shift  for  physician  services  was  29.1%  for  Medicare  and 
32.6%  for  Medicaid.  We  weighted  hospital  and  phv'  'in  costs  50:50  and 
increased  non-commercial  population  costs  to  reflect  these  commercial  payment 
rates  The  payment  differential  represented  approximately  12%  of  monthly 
health  care  costs. 

The  best  estimate  modeling  of  the  recovery  of  this  12%  cost  shift  was  assumed  to 
be  as  follows: 


Cost  Shift  Recovery  Percentage 

Year 

Recoverv  Percentaqe 

1994-1995 

0% 

1995-1996 

0% 

1996-1997 

50% 

1997-1998 

5% 

1998-1999 

5% 

1999-2000 

5% 

2000-2005 

5% 

4. 


In  this  scenario,  we  have  assumed  that  provider  fees  would  be  6%  lower  than 
they  otherwise  would  be  in  1996  due  to  more  comprehensive  coverage.  These 
fee  reductions  are  expected  to  occur  either  through  voluntary  action  on  the  part 
of  providers  or  through  a  mandated  fee  schedule. 

We  have  also  included  in  our  best  estimate,  optimistic,  and  pessimistic  scenarios 
an  assumption  about  the  difference  in  commercial  premium  trend  rates  that  would 
result  should  the  Medicare  and/or  Medicaid  populations  not  be  included  in  the 
universal  access  plans,  allowing  the  current  payment  differentials  between 
commercial  and  Medicare  and  Medicaid  populations  to  continue  at  their 
projected  levels.  Using  costs  with  and  without  cost  shifting  as  a  starting  point, 
the  differential  in  trend  rate  between  commercial  monthly  health  care  costs  (as 
assumed  above)  and  government  programs  (as  reflected  in  current  HCFA  budget 
projections)  is  calculated  and  added  to  the  commercial  premium  rate.  An 
additional  annual  increase  of  approximately  1.2%  in  commercial  premium  trend 
rates  is  reflected  in  our  cost  estimates  for  all  scenarios,  as  the  HCA  has  decided 
to  initially  exclude  the  Medicare  population  from  its  proposed  universal  access 
plans  by  "deeming"  this  group  covered 

Administrative  cost  savings  for  insurers  and/or  providers  are  likely  to  result 
from  either  universal  access  plan  framework.  Our  best  estimate  is  that  without 
universal  access  plan  implementation,  insurer  administrative  rates  would  fall  from 
their  current  percentages  to  average  approximately  12%  over  the  period.    We 
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assume  that  if  the  multiple  payer  access  plan  were  implemented,  the 
administrative  rate  would  be  only  11%  due  to  standardized  claims  forms  and 
other  efficiencies  We  assume  that  a  single  payer  system  would  have 
administrative  rates  of  10%  due  to  additional  savings  from  fewer  alliances  and 
fewer  alliance-plan  relations  costs.  Although  some  single  state  payer  systems 
(without  the  option  of  multiple  health  plan  buyers  that  Montana  is  proposing) 
have  been  able  to  achieve  much  lower  administrative  rates  (ranging  from  2-6%), 
we  believe  that  neither  of  the  proposed  universal  access  systems  would  be  able  to 
approximate  these  lower  rates  because  they  would  still  have  to  run  patient  billing 
systems  for  copays.  In  addition,  we  have  not  estimated  how  the  proposed 
individual  coverage  mandate  will  affect  the  administrative  costs  of  insurers  and 
employers.  It  is  likely  that  an  increase  in  the  purchase  of  individual  policies  may 
slow  or  even  reverse  the  potential  administrative  savings  from  these  plans 

Administrative  cost  savings  in  hospitals  and  physician  offices  was  also  considered 
to  be  an  important  assumption  under  both  universal  access  plans  We  assumed 
that  hospitals  and  physicians  might  possibly  achieve  administrative  savings  of  up 
to  1 0%  of  premium  due  to  standardized  claims  forms,  and  electronic  billing,  and 
the  carrier  consolidation.  For  our  best  estimate  scenario,  we  assume  that  savings 
of  7.2%  are  recaptured  by  the  health  plans  over  the  period  resulting  in  lower 
premium  rates.  We  used  this  set  of  assumptions  recognizing  the  likely 
constraints  of  the  marketplace  and  the  practical  requirements  of  health  plan 
contracting  effiDrts. 

5.  Effects  of  a  Managed  Cooperation  framework,  upon  which  both  the  single 
payer  and  multiple  payer  universal  access  plans  build,  include  greater  cost 
awareness  by  consumers  of  their  health  care  premium  and  out-of-pocket  costs. 
This  awareness,  in  turn,  is  believed  to  result  in  significantly  increased  competition 
on  price  between  health  plans. 

Early  evidence  in  states  with  some  forms  of  managed  cooperation,  like  California 
and  Minnesota,  indicates  an  impact  both  on  baseline  cost  and  possibly  on  trend 
For  purposes  of  this  modeling,  we  have  assumed  that  the  best  estimate  trend 
assumption  already  has  an  implicit  trend  reduction  over  the  long  term  that  is  at 
least  partially  due  to  a  managed  cooperation  framework. 

We  assumed  for  the  best  estimate  scenario  that  baseline  costs  would  be  reduced 
by  a  total  of  10%  for  the  approximately  40%  of  the 'Montana  population 
potentially  affected  by  managed  care  over  a  three  year  period  due  to  competition 
on  price. 


Section  V  COOPERS  &    Ly brand  Page  3 1 


Pessimistic  Scenario 

A  pessimistic  scenario  should  be  one  which  reflects  assumptions  that  are  reasonably  likely  and  that 
result  in  higher  costs  than  the  best  estimate  scenario  The  following  assumptions  summarize  the 
changes  made  from  the  best  estimate  scenario. 

1.  Trend  under  a  pessimistic  scenario  is  considered  to  remain  at  the  baseline  amount 
without  decreases  due  to  changes  from  a  universal  access  plan  framework.  The 
following  table  summarizes  the  trend  used: 


Average  Annual  Trend  Rates  Before  Other  Adjustments 

HMO 

Fee-for-Service 

1994-1995                            8% 

11% 

1995-1996                            8% 

11% 

1996-1997                           8% 

11% 

1997-1998                           7% 

10% 

1998-1999                           6% 

9% 

1999-2000                           6% 

9% 

2000-2005                           6% 

9% 

Migration  under  a  pessimistic  scenario  with  individuals  resistant  to  change  and 
possible  significant  capacity  limits  is  likely  to  be  slower  than  under  the  best 
estimate  scenario.  The  following  table  summarizes  this  assumption: 


Migration 

per  Year, 

Fee-for-Service  to  HMO 

1994-95 

1995-96 

1996-97 

1997-98 

1998-99 

1999-2000 

2000-05 

Commercial 

1 .35% 

2.05% 

2,5% 

2.5% 

2.5% 

2.5% 

13.1% 

Medicare 

0% 

0% 

1.25% 

1 .25% 

1 .25% 

1 .25% 

6.4% 

Medicaid 

0% 

0% 

5% 

5% 

5% 

5% 

26.3% 

Uninsured 

0% 

0% 

5% 

5% 

5% 

5% 

26.3% 

Uninsurable 

0% 

0% 

5% 

5% 

5% 

5% 

26.3% 
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Recovery  of  revenue  generated  from  a  decrease  in  cost-shifting  and 
uncompensated  care  would  be  likely  to  be  less  and  slower  under  a  pessimistic 
assumption.  We  have  assumed  that  the  following  pattern  would  be  possible: 


Year 

Recovery  Percentaqe 

1994-1995 

0% 

1995-1996 

0% 

1996-1997 

0% 

1997-1998 

10% 

1998-1999 

20% 

1999-2000 

20% 

2000-2005 

0% 

4.  Administrative  costs  under  a  pessimistic  scenario  are  assumed  to  increase  by  1% 
(from  1 1%  in  the  multiple  buyer  best  estimate  to  12%  and  from  10%  in  the  single 
payor  best  estimate  to  11%)  due  to  increased  regulatory  and  other  compliance 
activities. 

For  the  hospital  and  physician  savings,   the  pessimistic   scenario  assumption 
recognizes  recovery  of  6.2%  savings  rather  than  the  best  estimate  of  7.2%. 

5.  Managed  cooperation  savings  would  continue  to  recognize  the  likely  10%i 
decrease  in  baseline  per  capita  cost  but  would  lengthen  the  reduction  period  to 
the  full  period  between  1996  and  2005  in  the  model,  rather  than  the  three  years 
used  in  the  best  estimate. 

Optimistic  Scenario 

An  optimistic  scenario  should  be  one  which  reflects  assumptions  that  are  reasonably  likely  and 
that  result  in  lower  costs  than  the  best  estimate  scenario.  The  following  assumptions  summarize 
the  changes  made  from  the  best  estimate  scenario. 
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Trend  under  an  optimistic  scenario  is  assumed  to  reduce  more  rapidly  to 
underlying  economic  assumptions,  such  as  the  overall  rate  of  change  of  the 
economy  (at  approximately  6%)  or  the  rate  of  increase  of  the  overall  CPI  (at 
approximately  4%).  The  following  table  summarizes  the  trend  used: 


Average  Annual  Trend  Rate 

HMO 

Fee-for-Service 

1994-1995 

8% 

11% 

1995-1996 

8% 

11% 

1996-1997 

6% 

8% 

1997-1998 

5% 

7% 

1998-1999 

4% 

6% 

1999-2000 

4% 

6% 

2000-2005 

4% 

6% 

2. 


Migration  under  an  optimistic  scenario  with  individuals  provided  with  large 
incentives  and  sufficient  capacity  in  health  plans  is  likely  to  be  greater  than  under 
the  best  estimate  scenario    The  following  table  summarizes  this  assumption: 


Migration 

per  Year, 

Fee-for-Service  to  HMO 

1994-95 

1995-96 

1996-97 

1997-98 

1998-99 

1999-2000 

2000-05 

Commercial 

1.35% 

2.05% 

10% 

5% 

5% 

5% 

17.3% 

Medicare 

0% 

0% 

5% 

2.5% 

2.5% 

2.5% 

13.1% 

Medicaid 

0% 

0% 

20% 

10% 

10% 

10% 

3.8% 

Uninsured 

0% 

0% 

20% 

10% 

10% 

10% 

3.8% 

Uninsurable 

0% 

0% 

20% 

10% 

10% 

10% 

3.8% 

Recovery  of  revenue  generated  from  a  decrease  in  cost-shifting  and 
uncompensated  care  would  likely  be  greater  and  faster  under  an  optimistic 
assumption.  We  have  assumed  that  the  following  pattern  would  be  possible: 


Year 

Recovery  Percentage 

1994-1995 

0% 

1995-1996 

0% 

1996-1997 

50% 

1997-1998 

10% 

1998-1999 

10% 

1999-2000 

10% 

2000-2005 

10% 
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Administrative  cost  savings  under  an  optimistic  scenario  would  be  an  additional 
1%  of  insurer  costs  (from  1 1%  in  the  best  estimate  multiple  buyer  to  10%  and 
from  10%  in  the  best  estimate  single  payer  to  9%)  due  to  improved  technology 
and  other  savings. 

Similarly,  for  the  hospital  and  physician  savings,  the  optimistic  scenario 
assumption  recognizes  recovery  of  8.2%,  1%  more  than  the  7.2%  best  estimate 
savings  discussed  above 

Managed  cooperation  savings  would  continue  to  recognize  the  entire  4% 
decrease  in  baseline  per  capita  cost  immediately  in  the  first  year  due  to  greatly 
increased  price  competition  between  health  plans. 
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SECTION  VI 
Summary  of  Results 


As  noted  earlier,  results  of  actuarial  modeling  of  a  new  program  with  the  magnitude  of  changes  of 
the  proposed  Montana  universal  health  care  access  plans  need  to  be  used  carefully  C&L 
actuaries  have  developed  these  cost  estimates  with  as  much  reliance  as  possible  on  the  actual 
current  market  in  Montana 

The  assumptions  summarized  in  detail  in  the  previous  section  contain  the  underiying  basis  for  the 
cost  results  displayed  in  this  section.  A  reader  who  wishes  to  question  the  results  should  review 
the  underiying  assumptions  and,  if  appropriate,  determine  better  assumptions  to  use. 

Preliminary  Modeling  Round 

C&L  performed  a  series  of  preliminary  cost  projections  based  on  various  benefit  plans  to  assist 
the  Authority  in  defining  its  access  plan  proposals  For  the  Authority's  June  meeting  we  provided 
a  best,  optimistic,  and  pessimistic  estimate  range  for  all  benefit  packages  then  under  consideration. 
This  exercise  gave  the  Authority  a  chance  to  view  the  magnitude  of  the  effects  of  various 
modeling  assumptions  and  plan  monthly  health  care  costs.  In  conjunction  with  our  final  round  of 
modeling,  we  provided  the  Authority  with  cost  estimates  for  the  single  payer  and  multiple  payer 
plans  including  both  with  and  without  the  Medicare  and  Medicaid  populations.  These  estimates 
assisted  the  Authority  in  formulating  its  final  recommendations  for  the  configurations  of  the  two 
proposed  universal  access  plans. 

Single  Payer  Universal  Access  Plan  Results 

Based  on  the  Health  Care  Authority's  description  of  the  single  payer  universal  access  plan,  the 
following  table  shows  our  modeling  results  using  the  comprehensive  benefits  package  (Clinton 
High  and  Low  cost  sharing)  and  our  various  sets  of  scenario  assumptions.  Recall  that  the  baseline 
scenario  represents  the  cost  of  delivering  the  single  payer  benefits  package  in  the  pre-change 
environment,  not  the  full  health  systems  cost  baseline. 
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Single  Payer 

Total  Annual  Prem 

(Millions) 

Best 

urn  Cost  Estimates 

No  Reform 

Estimate 

Optimistic 

Pessimistic 

Scenario 

Scenario 

Scenario 

Scenario 

1994 

$1,017 

$1,017 

$1,017 

$1,017 

1995 

$1,145 

$1,145 

$1,145 

$1,145 

1996 

$1,288 

$1,124 

$1,105 

$1,217 

1997 

$1 ,447 

$1,238 

$1,201 

$1,366 

1998 

$1,608 

$1,347 

$1,292 

$1,514 

1999 

$1,787 

$1,448 

$1,375 

$1,657 

2000 

$1,986 

$1,534 

$1 ,456 

$1,758 

2005 

$3,029 

$2,072 

$1,944 

$2,361 

Under  the  "no  reform"  scenario,  which  does  not  include  a  trend  cap  at  1999  as  the  other  scenarios 
do,  total  premium  costs  are  projected  to  increase  a  total  of  198%  between  1994  and  2005  This  is 
an  average  annual  growth  rate  of  approximately  10  4%.  By  comparison,  assuming  that  the  single 
payer  universal  access  plan  is  implemented  in  1996,  total  premium  growth  between  1994  and 
2005  under  the  best  estimate  scenario  would  total  approximately  1 04%,  with  an  average  annual 
compounded  growth  rate  of  approximately  6.7%.  Under  the  optimistic  scenario,  total  premium 
growth  would  be  reduced  to  91%,  or  approximately  6.1%  annually,  whereas  under  the  pessimistic 
scenario,  total  growth  would  equal  132%,  or  approximately  8.0%  annually.  In  2005,  total  costs 
under  the  optimistic  scenario  would  be  94%  of  costs  under  the  best  estimate,  and  total  costs 
under  the  pessimistic  scenario  would  be  1 14%  of  the  best  estimate. 

The  following  table  represents  our  best  estimate  premium  costs  on  an  annual  as  well  as  a  per 
capita  monthly  basis.  It  also  presents  the  monthly  and  total  out-of-pocket  cost  sharing  that  would 
be  paid  by  beneficiaries  for  covered  benefits.  Note  that  these  out-of-pocket  costs  do  not  include 
payments  for  services  not  covered  by  the  benefits  package,  although  the  out-of-pocket  cost 
estimates  are  calculated  to  include  the  same  range  of  benefits. 
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Single  Payer  Best  Estimate  Cost  Projections, 

Including 

Monthly  Per  Capita  Benefit  and  Out-of-Pocket  Cost  Estimates 

Average 

Average 

Total  Annual 

Total  Annual 

Monthly 

Monthly 

Benefit 

Out-of-Pocket       Total  Annual 

Per  Capita 

Per  Capita 

Costs 

Costs 

Costs 

Benefit  Cost 

Out-of-Pocket  Cost 

(millions) 

(millions) 

(millions) 

1994 

$127 

$19 

$1,017 

$153 

$1,169 

1995 

$142 

$21 

$1,145 

$171 

$1,316 

1996 

$139 

$21 

$1,124 

$169 

$1,293 

1997 

$152 

$22 

$1,238 

$178 

$1,416 

1998 

$164 

$23 

$1,347 

$186 

$1,533 

1999 

$175 

$23 

$1,448 

$193 

$1,640 

2000 

$184 

$24 

$1,534 

$196 

$1,730 

2005 

$241 

$27 

$2,072 

$228 

$2,300 

Under  best  estimate  assumptions,  out-of-pocket  costs  represent  approximately  10%  of  the  total 
annual  costs  for  this  relatively  comprehensive  benefits  package  (The  percentage  of  total  costs 
decreases  over  the  study  period  because  out-of-pocket  payments  are  not  subject  to  insurer 
administrative  costs,  as  are  plan  premiums.) 


Multiple  Payer  Universal  Access  Plan  Results 

The  following  table  summarizes  our  modeling  results  for  the  Health  Care  Authority's  multiple 
payer  universal  access  plan  with  a  minimum  benefits  package  (BCBSMt  Advantage  plan  with 
preventive  care  benefits)  Again,  the  baseline  scenario  represents  the  cost  of  delivering  the 
minimum  benefits  package  in  the  pre-change  environment,  not  the  fijll  health  systems  cost 
baseline. 


Multiple  Payer  Total  Annual  Premium 

Cost  Estimates 

(Millions) 

Best 

No  Reform 

Estimate 

Optimistic 

Pessimistic 

Scenario 

Scenario 

Scenario 

Scenario 

1994 

$764 

$764 

$764 

$764 

1995 

$859 

$859 

$859 

$859 

1996 

$965 

$848 

$833 

$918 

1997 

$1,082 

$929 

$897 

$1,028 

1998 

$1,200 

$1,007 

$961 

$1,136 

1999 

$1,330 

$1,078 

$1,019 

$1,239 

2000 

$1,475 

$1,138 

$1,077 

$1,312 

2005 

$2,226 

$1,523 

$1,427 

$1 ,744 
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If  the  multiple  payer  benefits  package  were  delivered  in  the  current  health  care  environment  with 
no  universal  access  plan  implemented  in  1 996  and  no  resulting  GDP  trend  caps,  the  total  cost  of 
providing  the  benefits  package  would  increase  from  $764  million  in  1994  to  $2,226  million  in 
2005,  a  total  of  191%.  Annual  growth  averages  10.2%  under  the  baseline  scenario.  Under  best 
estimate  assumptions,  the  multiple  payer  system  would  decrease  total  growth  to  99%,  an  annual 
growth  rate  of  approximately  6.5%.  Under  the  optimistic  scenario,  total  growth  is  estimated  at 
87%,  or  approximately  5.8%  annually,  while  under  the  pessimistic  scenario,  total  growth  would 
be  approximately  128%,  an  annual  average  of  approximately  7.8%.  In  2005,  premium  spending 
totals  under  the  optimistic  scenario  would  be  approximately  95%  of  best  estimate  totals; 
pessimistic  scenario  spending  totals  would  be  approximately  115%  of  best  estimate  projections. 

The  following  table  summarizes  per  capita  monthly  and  out-of-pocket  costs  under  the  best 
estimate  scenario 


Multiple  Payer  Best  Estimate  Cost  Projections, 

Including 

Monthly  Per  Capita  Benefit  and  Out-of-Pocket  Cost  Estimates 

Average 

Average 

Total  Annual 

Total  Annual 

Monthly 

Monthly 

Benefit 

Out-of-Pocket 

Total  Annual 

Per  Capita 

Per  Capita 

Costs 

Costs 

Costs 

Benefit  Cost 

Out-of-Pocket  Cost 

(millions) 

(millions) 

(millions) 

1994 

$96 

S28 

$764 

$227 

$990 

1995 

$107 

$32 

$859 

$254 

$1,113 

1996 

$105 

$31 

$848 

$251 

$1,098 

1997 

$114 

$33 

$929 

$268 

$1,197 

1998 

$123 

$34 

$1,007 

$283 

$1,290 

1999 

$130 

$36 

$1,078 

$296 

$1,374 

2000 

$137 

$37 

$1,138 

$305 

$1,443 

2005 

$177 

$43 

$1,523 

$371 

$1,894 

Out-of-pocket  costs  represent  approximately  20%  of  the  total  annual  costs  due  to  the  relatively 
lean  benefits  package.  These  totals  do  not  include  payments  for  services  not-covered  by  the 
benefits  package,  which  represent  a  larger  potential  group  of  services  under  than  under  the  single 
payer  benefits  package. 
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Observations 

Several  observations  may  be  made  in  comparing  the  two  universal  access  plans: 

•  The  total  costs  of  the  single  payer  alternative,  primarily  because  of  its 
comprehensive  benefits  package,  is  substantially  higher  than  the  cost  of  the 
multiple  payer  alternative  throughout  the  study  period,  single  payer  plan  total 
costs  were  $2,23  billion  more  than  the  multiple  payer  plan  under  the  best  estimate 
scenario  for  the  period  between  1994  and  2000  However,  in  addition  to  out-of- 
pocket  costs  between  1994  and  2000  totaling  $638  million  more  than  the  single 
payer  plan  The  multiple  payer  plan  leaves  a  larger  proportion  of  services  and 
payments  entirely  outside  the  universal  access  system. 

•  Both  universal  access  plans  provide  significant  cost  containment  over  the  current 
delivery  system  at  baseline.  Costs  under  either  universal  access  system  grow  an 
average  of  approximately  101%  under  best  estimate  to  approximately  130%  in 
the  pessimistic  scenario,  compared  to  an  average  of  over  195%  in  the  baseline 
scenario. 

•  The  multiple  payer  plan  holds  average  annual  growth  to  a  slightly  lower  level 
than  the  single  payer  plan  under  best  estimate  assumptions,  approximately  6.7% 
versus  approximately  6.5%. 
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Tablet 
ESTIMATEB  HEALTH  CARE  S?ENtW!^(5  IN  MONTANA  1992 

SOURCES  OF 
EXPENDITURES 

TOTAL  SPENDING 

(in  $  millions) 

SOURCES  OF  DATA 

Blue  Cross/Blue  Shield  of  Montana 

$212.9 

Information  from  Blue  Cross/Blue  Shield  Aimual  Report, 
includes  expenditures  for  self  insured  plans  administered 
by  Blue  Cross/Blue  Shield. 

All  Other  Private  Insurers 

$191.4 

Montana  Insurance  Department,  direct  premiums  earned 
by  companies  licensed  in  the  accident  and  health 
category. 

Other  Self  Insured  Plans 

-$150.00 

Accurate  aggregate  information  on  health  care  spending 
by  self-funded  plans  not  available.   Figure  is  very  rough 
estimate  of  health  expenditures  made  by  self-funded 
plans  not  administered  by  Blue  Cross/Blue  Shield. 

Other  Private  Sources 

-$60.00 

Includes  health-related  philantrophic  contributions  and 
other  non-patient  care-related  provider  revenues. 
Estimate  developed  by  applying  percentage  of  total 
national  expenditures  for  health  services  and  supplies  in 
1991  attributed  to  this  catergory  3.3%  to  estimate  of 
total  health  care  spending  in  Montana. 

Out  of  Pocket  Spending 

$358.00 

Estimate  derived  by  applying  percentage  of  total  natural 
expenditures  for  health  services  and  supplies  in  1992 
attributed  to  this  category  19.8%  to  the  estimate  of  total 
health  care  spending  in  Montana. 

Medicaid 

$248.2 

Total  Medicaid  expenditures  according  to  Montana 
Medicaid  2082's  for  1992. 

Medicare 

$328.0 

Health  Care  Financing  Administration,  Office  of  Direct 
Reimbursement. 

Workers'  Compensation  (Medical) 

$55.3 

Estimate  provided  by  Workers'  Compensation  Claims 
Assistance  Bureau. 

Automobile  Insurance  (Medical 
Coverage) 

-$21.0 

Assumes  7.8%  of  auto  insurance  premiums  are  applied 
to  medical  claims,  based  upon  Montana  experience  of 
State  Farm  Mutual. 

Federal  Spending 

Indian  Health  Service 

$87.2 

Reported  by  Indian  Health  Service,  Billings  Region 

Active  Duty  Military 

$5.2 

Reported  by  Department  of  Defense 

Veterans  Administration 

$37.5 

Reported  by  Veterans  Administration 
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Table  1, 
ESTIMATED  HEALTH  CARE  SPElVDING  IN  MONTANA  1^2 

SOURCES  OF 
EXPENDITURES 

TOTAL  SPENDING 

(in  $  millions) 

SOURCES  OF  DATA 

CHAMPUS 

~$12.0 

Based  upon  1993  spending  of  $13.3  million  reported  by 
CHAMPUS 

Other  State  and  Federal  Spending 
(non-Medicaid) 

~$25.6 

Based  upon  FY  1991  estimate  of  $23.8  million  prepared 
by  the  Health  Services  Division,  Department  of  Health 
and  Environmental  Sciences.    Updated  by  7.5%  to 
develop  1992  estimate.   The  Legislative  Fiscal  Analysts' 
Office  is  preparing  an  updated  estimate  of  all  health  care 
spending  by  the  State  of  Montana. 

Local  Health  Spending 

Health  and  Sanitation 

$1.7 

Montana  Biennial  report,  figure  represents  only  local 
taxes  specifically  earmarked  and  does  not  include  local 
health  expenditures  from  general  revenues. 

Hospital  Districts 

$1.2 

Montana  Biennial  report,  figure  represents  only  local 
taxes  specifically  earmarked  and  does  not  include  local 
health  expenditures  from  general  revenues. 

TOTAL  ESTIMATED  SPENDING 
STATEWIDE 

$1,795.20 

Data  compiled  by  Health  Systems  Research,  Inc. 
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As  indicated  in  the  column  describing  data  sources,  the  vast  majority  of  our  payer-specific 
expendimres  are  based  on  actual  figures  obtained  from  the  payers  themselves.  In  a  few 
cases,  figures  on  actual  spending  were  not  available  and  Montana-specific  estimates  had  to 
be  imputed  using  a  variety  of  methods.  Two  of  the  largest  expendimre  categories  in  which 
such  estimates,  rather  than  actual  figures,  were  used  are:    out-of-pocket  spending  and 
expenditures  made  by  self- funded  plans. 

As  there  are  no  good  sources  of  state-specific  data  for  the  first  of  these  two  figures,  we 
applied  to  Montana  the  same  percentage  of  national  expenditures  for  health  services  and 
supplies  that  are  attributed  to  out-of-pocket  expenses  (19.8%).  We  attempted  to  develop  a 
reliable  estimate  of  expenditures  made  by  self-funded  plans  by  first  contacting  the  major 
third  party  administrators  that  operate  these  plans  in  Montana,  but  were  unsuccessful  in 
obtaining  sufficient  information  on  which  to  base  a  statewide  estimate.  The  figure  of  $150 
million  included  in  Table  1  therefore  represents  our  "best  guess"  of  expenditures  made  by 
self-funded  plans  not  administered  by  Blue  Cross  and  Blue  Shield  of  Montana  (BC/BS- 
administered  self-funded  plans  totalled  approximately  $4.3  million  in  1993).  We  would 
strongly  recommend  that  the  state  establish  some  sort  of  reporting  system  for  collecting 
information  from  self- funded  plans  as  part  of  its  unified  data  system  development  process. 

To  project  these  expenditures  forward,  we  used  the  following  trend  assumption: 

■  For  the  period  from  1992  to  1994,  we  applied  a  composite  growth  factor  of  17.5%, 
which  represents  an  annual  growth  rate  of  approximately  8.5%. 

■  For  the  period  1994  to  2005,  for  the  sake  of  consistency,  the  growth  in  private 
health  insurance  payments  are  based  upon  projections  of  fee-for-service  premium 
increases  developed  by  Coopers  and  Lybrand,  plus  a  factor  for  population  growth 
For  other  types  of  health  expenditures,  we  used  projections  of  the  annual  growth  in 
national  health  care  expenditures  developed  by  the  U.S.  Health  Care  Financing 
Administration  is  Office  of  the  Actuary,  adjusted  by  a  Montana-specific  estimate 
that  reflects  the  historical  relationship  between  the  growth  in  national  spending  on 
major  cost  elements  and  Montana  trends  (Levit  et  al.,  1993). 
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SEVGLE  PAYER  SCENARIO 

Projections  of  statewide  health  care  expenditures  through  the  year  are  based  upon  the 
following  methods: 


Annual  estimates  of  both  the  annual  per  capita  and  total  program  costs  of  the 
uniform  benefits  package  covered  under  the  single  payer  plan,  along  with  the  out-of- 
pocket  payments  associated  with  this  benefit  package,  were  developed  by  Coopers  & 
Lybrand.    Single  payer  program  costs  are  trended  forward  according  to  the  growth 
assumptions  specified  in  Coopers  &  Lybrand 's  report.    These  include  the  effect  of 
the  imposition  of  a  limit  on  the  growth  in  this  program  beginning  in  1999  consistent 
with  the  provisions  of  SB  285.    See  their  report  for  more  detail  on  the  assumptions 
they  used  to  develop  these  cost  estimates. 

HSR  developed  a  set  of  assumptions  concerning  which  and  what  percent  of  the 
different  expenditure  sources  would  be  incorporated  into  (that  is,  replaced  by)  a 
single  payer  plan.  They  are  the  following: 

■  All  health  insurance  premiums  and  payments  made  by  self-insured  plans 
would  be  replaced  by  the  single  payer  plan. 

■  One-half  of  Medicaid  expendimres  would  be  replaced  by  the  single  payer 
plan.  The  remainder  of  program  expenditures  are  estimated  to  be  made  for 
long-term  care  services  and  other  services  not  included  in  the  single  payer 
plan's  uniform  benefit  package  and  therefore  would  still  be  incurred. 

■  Half  of  current  out-of-pocket  expenditures  would  still  be  incurred  for  long- 
term  care  and  other  services  not  included  in  the  uniform  benefit  package,  and 
represent  expenditures  over  and  above  the  out-of-pocket  payments  associated 
with  the  single  payer  benefit  package. 

■  Half  of  expenditures  falling  into  the  "other  state  and  federal"  and  "hospital 
districts"  expenditure  categories  would  be  replaced  by  the  single  payer  plan. 
The  remainder  would  continue  to  be  incurred. 

■  Expendimres  under  certain  programs:  Medicare,  IHS,  Workers' 
Compensation,  automobile  insurance,  the  Veterans'  Administration,  active 
duty  military  health  care,  CHAMPUS,  and  local  spending  for  health  and 
sanitation  are  not  projected  to  change  as  a  result  of  implementation  of  the 
single  payer  plan. 

Those  current  expendimres  not  replaced   by  the  single  payer  program  are  assumed 
to  continue  to  be  incurred  in  future  years  and  are  trended  forward  by  applying  the 
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Montana-adjusted  growth  rates  described  under  the  baseline  scenario.    The 
combination  of  single  payer  program  benefit  costs  and  related  out-of-pocket  costs, 
plus  these  additional  expenditures,  equal  projected  total  statewide  spending  under  the 
single  payer  scenario. 

■  The  single  payer  plan  becomes  operational  in  1996.    Start-up  costs  of  $20  million 
are  assumed  in  1995. 

REGULATED  MULTIPLE  PAYER  SCENARIO 

The  key  assumptions  used  to  develop  the  costs  under  the  regulated  multiple  payer  scenario 
are  as  follows: 

■  Approximately  87,000  persons  are  projected  to  receive  premium  subsidies  under  this 
scenario.  This  estimate  is  based  upon  the  following: 

■  Estimates  of  the  number  of  persons  under  200%  of  poverty  who  are 
potentially  eligible  for  public  subsidies  under  this  scenario  were  derived  from 
HSR's  analysis  of  the  Montana-specific  portion  of  the  1992  and  1993 
Current  Population  Survey. 

■  Enrollment  rates  within  the  population  meeting  the  income  requirement  for 
the  subsidy  (i.e.,  the  percentages  of  people  projected  to  actually  apply  for 
and  receive  subsidies)  is  expected  to  vary  according  to  the  previous  insurance 
status  of  these  people.  One  hundred  percent  of  the  uninsured  are  projected  to 
enroll  and  receive  subsidies;  fifty  percent  of  those  currently  purchasing 
individual,  non-group  insurance;  and  five  percent  of  those  currently  covered 
by  some  form  of  group  coverage  are  expected  to  receive  subsidies. 

■  Total  subsidy  costs  assume  that  persons  under  poverty  receive  full  premium 
subsidies.  Sliding  scale  subsidies  are  to  be  provided  for  enrollees  between  100%  and 
200%  of  poverty:  for  estmiation  purposes,  an  average  fifty  percent  subsidy  for 
enrollees  in  this  income  bracket  is  assumed. 

■  The  per  capita  costs  of  the  subsidies  assume  that  these  low  income  persons  are 
covered  for  the  lower  costs  sharing  benefit  package  identified  under  the  single  payer 
plan.  The  per  capita  benefit  and  out-of-pocket  costs  of  the  single  payer  benefit 
package  developed  by  Coopers  &  Lybrand  was  used  in  our  model. 

■  Our  estimates  assume  that  all  children  who  would  otherwise  state-financed  public 
subsidies  under  this  scenario  are  enrolled  into  the  state  Medicaid  program  under  the 
authority  of  Section  1902(r)(2)  of  the  Social  Security  Act.  Financing  of  Medicaid 
coverage  of  these  children  is  estimated  to  be  split  between  the  federal  and  state 
governments  at  the  current  Medicaid  matching  rate  (71%  federal;  29%  state). 
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The  provision  of  subsidies  and  expanded  Medicaid  coverage  is  expected  to  replace 
out-of-pocket  expenditures  that  would  be  made  by  the  uninsured.  Because  subsidies 
are  also  expected  to  be  used  by  low  income  persons  who  were  purchasing  individual 
coverage  on  their  own  or  who  had  employment-based  coverage  that  they  or  their 
employer  dropped,  these  subsidies  also  replace  private  insurance  premiums. 


Thus,  while  the  estimated  net  increase  in  total  statewide  health  care  spending  associated 

with  the  individual  mandate  and  subsidies  is  estimated  to  be  roughly  $44.1  million  at  1994 

price  levels,  the  distributional  effects  (i.e.,  the  changes  in  spending  by  payer)  is  as  follows: 

Type  of  expendimre  Change  (in  $  millions) 

Out-of-pocket  payments:  -$63.0 

Individual  premiums:  -f  $39.9 

Employment-based  premiums:  -$42.2 

Public  subsidies:  +$81.0 

Additional  state  Medicaid  payments:  +$8.2 

Additional  federal  Medicaid  payments:  +$20.1 

■  Net  change:  +$44.1 

■  The  individual  mandate/subsidy  program  takes  effect  in  1996.  Start-up  costs  of  $5 
million  are  assumed  in  1995. 

■  Beginning  in  1996,  the  impact  of  reducing  cost  shifting  due  to  universal  coverage 
and  other  reforms  under  this  scenario  will  be  to  reduce  the  trend  in  private 
insurance  premiums  and  self-funded  plan  expenditures  by  one-half  a  percentage 
point  below  the  growth  trend  used  in  the  baseline/no  reform  scenario.  Like  the 
single  payer  plan,  beginning  in  1999,  the  annual  growth  in  the  costs  of  the  uniform 
benefit  package  under  this  scenario  is  projected  to  be  limited  to  the  annual 
expendimre  limit  called  for  in  SB  285.  This  expenditure  limit  is  estimated  to  be 
5.75%  and  is  applied  to  75%  of  total  health  care  premiums  and  self-funded  plan 
expendimres,  the  amount  estimated  to  be  attributed  to  the  uniform  benefit  package 
under  this  scenario. 

REVENUE  REQUIREMENTS  AND  SOURCES 

Our  model  for  calculating  the  new  state  revenue  requirements  of  the  single  payer  and 
regulated  multiple  payer  plans  include  the  following  assumptions: 

■  Begiiming  in  1996,  current  state  expendimres  for  health  care  coverage  under  the 
state  employees  and  the  acute  care  portion  of  Medicaid  and   federal  payments  for 
the  acute  care  portion  of  Medicaid  continue  to  be  made  available  to  the  state  to 
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finance  the  single  payer  system  under  a  maintenance  of  effort  arrangement,  although 
the  projected  annual  rate  of  growth  in  these  maintenance  of  effort  funds  is  set  at 
only  6%. 

A  four  percent  contingency  is  added  to  the  projected  cost  of  state  portion  of  both  the 
single  payer  plan  and  the  public  subsidy  payments  required  under  the  regulated 
multiple  payer  plan.  This  is  to  account  for  unexpected  increases  in  enrollment  or 
utilization,  or  other  factors  that  might  increase  costs  above  projected  levels. 

Any  surpluses  that  accrue  to  the  health  care  trust  fund  are  invested  and  are  projected 
to  generate  a  return  of  four  percent  per  annum  to  the  trust  fund. 

New  taxes  are  assumed  to  take  effect  in  the  last  month  of  1995.    This  is  to  allow  a 
small  reserve  fund  to  be  established  prior  to  implementing  either  the  single  payer  or 
the  multi-payer  system. 


Baseline  Montana  Tax  Revenue.    The  model  uses  1994  as  its  base  year.   In  general,  the 
revenue  projections  use  actual  1994  tax  revenues  provided  by  the  Montana  Department  of 
Revenue.    There  are  three  exceptions  to  the  use  of  1994  revenue  figures  as  the  starting 
point  for  our  projections: 


Payroll  tax  revenue  estimated  use  as  their  base  year  1996  projections  provided  by 
the  Montana  Department  of  Revenue. 

Premium  tax  revenue  estimates  use  1993  as  the  base  year.    The  1993  primary  tax 
revenue  information  was  provided  by  the  Montana  Insurance  Department. 

The  estimates  of  Blue  Cross  Blue  Shield  premiums,  which  are  not  currently  taxed, 
are  based  upon  1992  figures.    Information  on  Blue  Cross  Blue  Shield  premiums  was 
provided  by  the  Montana  Insurance  Department. 


Projections  of  the  Growth  of  the  Tax  Bases.    We  assume  that,  in  the  absence  of  any  other 
effects  such  as  those  that  are  detailed  below,  the  Montana  economy  will  grow  at  the  rate  of 
4  percent  per  year.    This  is  conservative  assumption  for  the  growth  of  the  economy. 
Higher  growth  assumptions  will  yield  higher  tax  revenues.    The  model  makes  two 
significant  departures  from  the  assumption  of  4  percent  growth: 
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■  Insurance  Premiums.    In  the  model  we  assume  the  Montana's  statewide  health  care 
expenditures  will  increase  at  a  rate  of  9  percent  per  year.    Since  health  insurance 
premiums  are  related  to  the  growth  in  health  care  expenditures,  the  model  assumes 
that  health  insurance  premiums  will  increase  at  the  same  rate  as  health  care 
expenditures  (9  percent);  and, 

■  Alcohol  and  Tobacco  products.    The  consumption  of  alcohol  and  tobacco  products  is 
assumed  to  determined,  not  the  growth  of  the  economy,  but  by  the  growth  of  the 
population.     Montana's  population  is  projected  to  grow  at  a  rate  of  .7  percent 
through  1999,  and  at  a  rate  of  .6  percent  through  2005  (NPA  Data  Services,  1992 
Regional  Economic  Projection  Series). 

Estimates  of  the  Price  Elasticity  of  Specific  Items.    Any  tax  on  a  good  or  service  increases 
the  price  of  that  good  or  service  to  consumers.    The  reduction  in  the  demand  for  a  good  or 
service  as  a  result  of  higher  prices  is  known  as  the  price  elasticity.    For  example,  if  a  10 
percent  increase  in  a  product's  price  results  in  a  5  percent  reduction  in  the  demand  for  the 
product  the  price  elasticity  is  said  to  be  .5.    The  smaller  the  price  elasticity,  the  less  the 
consumption  of  a  good  is  effected  by  changes  in  price.    Price  elasticity  varies  depending  on 
the  good  or  service  and  will  effect  the  revenue  that  taxes  on  individual  goods  and  services 
generate. 

In  the  model  we  use  a  number  of  different  price  elasticities  to  account  for  changes  in 
demand  as  a  result  of  higher  prices.    Where  available  we  have  used  the  price  elasticity 
assumptions  used  by  the  Congressional  Budget  Office  (CBO)  when  estimating  financing 
options  for  national  health  reform  (Grossman  et  al.,  1993).    When  CBO  estimates  did  not 
exist,  estimates  of  price  elasticity  were  developed  based  upon  discussions  with  the  Montana 
Department  of  Revenue.    The  elasticity  assumptions  and  their  source  are  listed  below: 

The  following  price  elasticities  are  used  by  the  Congressional  Budget  Office: 

■  Cigarettes  .4 

■  Tobacco  Products  .4 

■  Liquor  .8 


Health  Systems  Research,  Inc. 


■  Wine  .7 

■  Beer  .3 

The  following  elasticity  assumptions  were  developed  based  upon  discussions  with  the 
Montana  Department  of  Revenue: 

■  Hotel  Room  Prices  .2 

-We  assume  that  most  hotel  taxes  are  borne  by  non-residents  and  that  and 
out-of-state  individual's  decision  to  travel  to  Montana  is  only  slightly 
influenced  by  hotel  prices. 

■  Gaming  Taxes  .0 

-We  assume  that  increased  gaming  taxes  will  have  no  effect  on  gaming 
volume. 

■  Coal  Taxes  2.0 

-We  assume  that  increase  in  coal  taxes  will  result  in  substantial  reductions  in 
coal  production.    An  elasticity  of  2.0  means  that  a  15  percent  increase  in 
taxes  will  result  in  a  30  percent  decrease  in  production.    The  market  for,  and 
the  production  of,  coal  is  international  and  small  changes  in  price  are  likely 
to  lead  to  substantial  shifts  in  production  to  sources  outside  of  Montana. 

■  Oil  Taxes  2.0 

-As  with  coal  taxes,  we  assume  that  increase  in  oil  taxes  will  result  in 
substantial  reductions  in  oil  production.    As  with  coal  the  market  for,  and  the 
production  of,  oil  is  international  and  small  changes  in  price  are  likely  to 
lead  to  substantial  shifts  in  production  to  sources  outside  of  Montana. 

■  Metalliferous  Mining  Taxes  .5 

-We  assume  the  demand  for  the  products  of  metalliferous  mines  are  less 
price  sensitive  than  coal  and  oil. 

Reduction  in  the  Income  and  Corporate  Tax  Bases  as  Result  of  Higher  Taxes.  Two  factors 
may  lead  to  reductions  in  the  tax  bases  for  income  and  corporate  taxes  as  a  result  of  higher 
taxes: 
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■  Individuals  and  corporations  may  perceive  the  tax  burden  in  Montana  as  being 
excessive  and  "vote  with  their  feet",  by  relocating  to  other  states.    This  is  a 
particular  concern  in  Montana  where  large  shares  of  income  and  corporate  taxes  are 
paid  by  a  small  number  of  individuals  and  firms.    Therefore  the  decision  to  relocate 
by  a  relatively  small  number  of  individuals  or  firms  could  have  substantial  effects 
on  the  tax  base. 

■  In  response  to  higher  tax  rates  individuals  and  corporations  may  take  steps  to  shield 
income  and  earnings  from  being  taxed. 

It  should  be  noted  that  while  it  makes  inmitive  sense  that  changes  in  state  tax  rates  will 
effect  the  state  tax  base,  research  that  has  attempted  to  measure  the  negative  effects  of  state 
taxes  on  state  economies  has  been  inconclusive.    In  the  model  we  assume  that  any  1 
percent  increase  in  the  income  or  corporate  tax  will  result  in  a  .5  percent  decrease  in  the 
tax  base. 

Cross  Tax  Effects.    An  increase  in  one  tax  can  have  spill-over  effects  on  other  taxes  and 
may  offset  some  of  the  increased  revenue  generated  by  the  tax.    The  best  example  of  this  is 
the  effect  of  the  payroll  tax  on  the  income  tax.    Increases  in  payroll  taxes  are  directly  offset 
by  decreases  in  employee  wages.    Therefore,  any  increase  in  the  payroll  tax  will  result  in  a 
reduction  in  wages  by  the  amount  of  the  tax.    The  lower  wages  will  reduce  the  income  tax 
base  leading  to  lower  income  tax  collections.    In  the  model  we  account  for  this  effect  by 
subtracting  any  new  payroll  tax  revenues  from  the  income  tax  base. 

Effects  on  Revenues  Due  to  the  Elimination  of  Employer  Sponsored  Health  Insurance 
Under  a  Single  Paver  System.    Under  a  single  payer  system  employer  sponsored  health 
insurance  is  eliminated,  leading  to  two  contradictory  effects: 


Tax  revenue  will  be  lost  due  to  the  elimination  of  health  insurance  premium  taxes. 
In  the  model  we  account  for  this  by  estimating  the  revenue  that  would  have  been 
generated  by  health  insurance  premium  taxes  (assuming  9  percent  growth  in 
premiums  as  noted  earlier)  and  subtracting  that  amount  from  the  estimates  of  new 
revenues. 


11 


Health  Systems  Research,  Inc. 


■  Tax  revenue  will  increase  due  to  the  conversion  of  non-taxable  employee 
compensation  to  taxable  compensation.    We  assume  that  funds  which  employers 
currently  contribute  to  employee  health  benefits,  either  through  premium  payments 
or  contributions  to  self-funded  plans,  will  be  used  by  employers  to  increase 
employee  wages,  leading  to  higher  payroll  and  income  tax  revenues.    In  other 
words,  the  higher  payroll  and  income  tax  bases  result  from  converting  currently 
non-taxed  employee  compensation  (the  employer  contribution  to  health  benefits)  and 
converting  it  to  taxable  income  (wages).  This  assumption  that  the  employer 
contribution  to  health  benefits  will  convert  to  wages  under  a  single  payer  system  is 
consistent  with  national  models. 

In  quantifying  this  effect,  we  estimated  the  amount  of  employer-funded  health  benefits  that 
would  be  converted  into  increased,  employee  wages  by  subtracting  from  projections  of  total 
health  care  premiums  and  self-funded  plan  expenditures  estimates  of: 

■  premiums  paid  for  non-employment  based  health  care  coverage;  and 

■  the  portion  of  employment-based  health  care  coverage  that  is  paid  by  the  employee 
(estimated  at  25%  of  premium). 

Finally,  we  assume  that  the  labor  market  will  not  immediately  adjust  to  the  elimination  of 
employer  paid  premiums.    Therefore,  the  conversion  of  employer  contributions  to  health 
benefits  to  wages  is  assumed  to  occur  over  a  two  year  period,  75  percent  the  first  year  and 
25  percent  the  second  year. 
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VII.        IMPLEMENTATION  OF  SMALL  GROUP 
HEALTH  INSURANCE  REFORM 


STATE  AUDITOR 

STATE  OF  MONTANA 


Mark  O'Keefe 

STATE  AUDITOR 


COMMISSIONER  OF  INSURANCE 
COMMISSIONER  OF  SECURITIES 


IMPLEMENTATION  OF  SMALL  GROUP 
HEALTH  INSURANCE  REFORM 


Like  thirty  other  states,  the  1993  Montana  Legislature  passed 
insurance  reforms  for  the  small  employer  groups  as  part  of  Senate 
Bill  285.   The  Montana  Small  Employer  Health  Insurance 
Availability  Act  is  based  on  a  model  act  designed  by  the  National 
Association  of  Insurance  Commissioners.   The  insurance  department 
of  the  State  Auditor's  Office  worked  on  implementation  of  these 
reforms  beginning  July  1993. 

A  "Special  Report  on  Small  Employer  Health  Insurance  Reform"  will 
be  presented  in  January  1995  to  the  Legislature.  This  report  will 
be  a  comprehensive  analysis  of  the  small  group  market  and 
reforms. 

Goals  of  Small-Group  Insurance  Reform 

*  Promoting  availability  of  health  insurance,  regardless 
of  a  business'  health  status  or  claims  experience; 

*  Preventing  abusive  rating  practices  and  requiring 
disclosure  of  rating  practices  to  purchasers; 

*  Establishing  rules  on  renewability  of  coverage; 

*  Limiting  use  of  pre-existing  condition  exclusions;  and 

*  Improving  the  overall  fairness  and  efficiency  of  the 
small  employer  health  insurance  market. 

Design  of  the  Standard  and  Basic  Plans 

The  legislation  authorized  State  Auditor  Mark  O'Keefe,  as 
Montana's  Insurance  Commissioner,  to  appoint  the  five  member 
Health  Benefit  Plan  Committee.  The  committee,  with  input  from  the 
public,  health  care  providers,  and  insurance  industry,  was 
charged  with  designing  standard  and  basic  health  benefit  packages 
that  can  be  marketed  on  a  voluntary  basis  to  the  state's  small 
businesses. 

The  Health  Benefit  Plan  Committee  designed  two  kinds  of  health 
benefit  plans:  basic  (lower-cost)  plans  and  a  standard  plan.  All 


Mitchell  Building/PO  Box  4009/Hclena,  Montana  59604-4009/(406)  444-2040/1-800-332-6148/FAX:  (406)  444-3497 


Page  2 

Small  Group  Health  Insurance  Reform 


plans  will  include  all  state-mandated  benefits  and  maternity 
coverage. 

The  plans  will  provide  for  portability  of  coverage  and  guaranteed 
issue.  That  means  that  workers  won't  be  subject  to  pre-existing 
condition  exclusions  if  they  leave  a  job  and  move  to  another  with 
small-group  coverage  (portability) ,  and  that  insurance  companies 
can't  reject  a  group  for  coverage  because  of  its  health  history 
or  for  any  other  reason  (guaranteed  issue) . 

Insurance  carriers  that  offer  small  group  plans  (basic  and 
standard  plans)  will  be  required  to  accept  all  groups,  including 
groups  that  formerly  could  not  get  health  insurance  for  their 
employees.  Companies  can  still  underwrite  other  health  plans. 
This  move  is  intended  to  make  small-group  health  insurance  more 
accessible  to  small  businesses. 

The  committee  designed  specific  benefits  to  be  in  every  standard 
plan  sold  by  insurers.  The  committee  recommended  a  free-market 
approach  to  basic  plans,  allowing  insurers  to  offer  a  variety  of 
products.  The  Montana  basic  plans  will  allow  many  current 
policies  to  serve  as  basic  plans,  thereby  ensuring  portability  of 
coverage  and  guaranteed  issue. 

The  committee  also  devised  a  preventive  care  package  of  benefits 
based  on  medical  knowledge  and  common  sense.  The  preventive  care 
package,  included  in  the  standard  plan,  includes  well-child  care 
beyond  the  age  of  two,  age-appropriate  checkups,  appropriate  care 
linked  to  family  medical  history  and  maternity  care  reimbursed  as 
a  preventive  care  item  rather  than  as  an  illness. 

Some  time  after  Dec.  7,  1994,  insurers  will  be  able  to  offer  a 
single  standard  plan  and  at  least  one  basic  plan.  Policies  will 
not  be  sold  by  the  state;  they  will  be  sold  by  private  insurance 
carriers  that  participate  in  the  small-group  market.  Businesses 
are  not  required  to  participate. 

Businesses  wishing  to  do  so  can  continue  their  current  policies, 
which  may  qualify  as  basic  plans  under  the  small  group  reform 
act.  Or  they  can  apply  for  other  plans.  The  new  law  provides 
businesses  and  consumers  with  more  choices. 

Notice  of  cancellation  of  policies  must  be  given  at  least  180 
days  prior  to  termination  of  coverage.  The  insurance  commissioner 
will  assist  small  employers  whose  policies  have  been  cancelled 
under  certain  conditions  in  finding  replacement  coverage. 


Page  3 

Small  Group  Health  Insurance  Reform 


Employers  and  consumers  can  renew  their  coverage  —  renewability 
is  guaranteed  —  unless  they  fail  to  pay  premiums,  commit  fraud, 
or  make  misrepresentations. 

Premium  rate  increases  will  be  capped,  and  premium  variations 
will  be  limited  among  similar  groups  and  limited  between  groups. 
The  new  law  allows  rates  to  vary  by  a  factor  of  two,  a 
significant  change  from  current  rate  variations  of  up  to  a  factor 
of  10. 

Pre-existing  condition  exclusions  will  be  limited:  Pre-existing 
conditions  will  be  covered  after  12  months,  and  if  an  individual 
is  continuously  covered,  no  pre-existing  condition  exclusion 
period  will  apply. 

The  standard  plan,  estimated  to  cost  about  $160  a  month  per 
individual  employee,  must  offer  state-mandated  and  maternity 
benefits.  It  will  include: 

*  An  annual  deductible  of  $250  for  an  individual,  $500 
for  family  coverage; 

*  Coinsurance  payments,  after  the  deductible  is  met,  of 
2  0  percent  for  the  insured; 

*  Maximum  out-of-pocket  expenses  of  $1,250  a  year  for 
individuals  and  $2,500  per  family; 

*  Maximum  lifetime  benefits  of  $1  million; 

*  20-percent  coinsurance  payments  for  the  insured  for 
prescription  drugs; 

*  First-dollar  coverage  (no  deductible  or  copayment)  for 
a  package  of  preventive-care  services,  such  as 
well-child  care  from  birth  to  age  20,  prenatal  care, 
mammographies,  pap  smears,  health  exams,  health 
counseling,  and  age-appropriate  physical  exams; 

*  Four  visits  a  year  to  a  practitioner  of  choice,  with 
patient  copayment  limited  to  $25  per  visit;  and 

*  Policies  issued  to  any  group  that  applies. 

Any  health  benefit  plan  that  has  fewer  benefits  than  a  standard 
plan  will  qualify  as  a  basic  health  benefit  plan.  All  basic 
(lower-cost)  plans  must  include  all  state-mandated  and  maternity 
benefits.  Under  this  approach,   employers  and  consumers  can 
select  from  a  variety  of  basic  plans  and  shop  for  the  deductible. 
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coinsurance,  and  maximum  out-of-pocket  levels  that  meet  their 
particular  needs.  The  theory  behind  the  basic  plan  is  to  allow 
the  free  market  to  dictate  the  components  of  the  policies.  All 
basic  plans  will  be  issued  to  any  group  that  applies  for  one. 

Reinsurance  Program 

Guaranteed  issue  will  require  insurance  companies  to  assume  risks 
that  they  might  otherwise  reject.   SB  285  set  up  a  state 
reinsurance  program  so  insurers  could  buy  insurance  for  their 
riskier  groups  or  individuals.   The  program  is  funded  through 
premiums  and  assessments  paid  by  insurers. 

The  Montana  Reinsurance  Program  has  a  governing  board  with  six 
representatives  from  the  largest  small-group  insurance  companies 
and  three  consumers.   The  program  will  be  able  to  issue 
reinsurance  policies  beginning  December  7,  1994.   Travelers 
Insurance  Company  is  the  administrating  carrier  for  the  program. 
Travelers  serves  in  the  same  capacity  for  17  other  reinsurance 
programs  throughout  the  states. 


VIII.    SCHEDULE  AND  LOCATION  OF 
PUBLIC  PARTICIPATION  EVENTS 


SCHEDULE  OF 


MONTANA  HEALTH  CARE  AUTHORITY  MEETINGS 


August  11.  1993 
State  Capitol  Building 
Helena 

August  20,  1993 
Conference  Call 


January  11,  1993 
Conference  Call 

January  20  and  21,  1994 

Colonial  Inn 

Helena 


September  13,  1993 
Conference  Call 

September  20,  1993 
Conference  Call 

September  28,  1993 
Conference  Call 

October  12,  1993 
Conference  Call 

October  19, 1993 
Conference  Call 

October  29, 1993 
Colonial  Inn 
Helena 

November  19, 1993 

Montana  State  University  Billings 

Billings 

November  30,  1993 

1 1 1  North  Last  Chance  Gulch 

Helena 

December  17,  1993 
Village  Red  Lion  Inn 
Missoula 

December  27,  1993 
Conference  Call 


February  22,  1994 
Great  Falls  Civic  Center 
Great  Falls 

March  18,  1994 
State  Capitol  Building 
Helena 

April  13  and  14,  1994 
Moose  Lodge 
Sidney 

May  12  and  13,  1994 
State  Capitol  Building 
Helena 

June  9  and  10,  1994 
Willson  School  Auditorium 
Bozeman 

July  28  and  29,  1994 
Park  Place  Auditorium 
Miles  City 

August  15  and  16,  1994 
Park  Inn 
Lewistown 

September  22  and  23,  1994 

Town  House  Inn 

Butte 


SCHEDULE  OF 

MONTANA  HEALTH  CARE  AUTHORITY  MEETINGS  (cont.) 


October  20  and  21,  1994  December  12  and  13,  1994 

Grouse  Mountain  Lodge  Department  of  Health  and 

Whitefish  Environmental  Sciences 

Helena 
November  17  and  18,  1994 

Park  Plaza  Hotel  January  19  and  20,  1995 

Helena  Park  Plaza  Hotel 

Helena 


SCHEDULE  OF 


REGIONAL  HEALTH  CARE  PLANNING  BOARD  MEETINGS 


Region  I  Health  Care  Planning  Board 

January  21,  1994 
1:00  p.m. -3:00  p.m. 
Colonial  Inn 
Helena 

March  7,  1994 
10:00  a.ra.  -  2:00  p.m. 
Holiday  Lodge 
Glendive 

May  16,  1994 
10:00  a.m.  -  2:00  p.m. 
Cottonwood  Inn 
Glasgow 

July  16,  1994 

11:00  a.m. -2:30  p.m. 

Dawson  Community  College 

Glendive 


Public  Hearing  on  Region  I  Health 
Care  Resource  Management  Plan 
August  1,  1994-  10:00  a.m. 
Dawson  Community  College 
Glendive 

August  1,  1994 

10:00  a.m. 

Dawson  Community  College 

Glendive 

October  11,  1994 

10:00  a.m. 

Miles  City 

(Meeting  site  to  be  determined.) 


Region  II  Health  Care  Planning  Board 


January  21,  1994 
1:00  p.m. -3:00  p.m. 
Colonial  Inn 
Helena 


June  23, 1994 
3:00  p.m.  -  6:00  p.m. 
Mormon  Church 
Chester 


March  22,  1994 
10:00  a.m.  -  2:00  p.m. 
Blue  Sky  Villa 
Conrad 


July  18,  1994 
7:00  p.m.  -  9:00  p.m. 
Havre  High  School 
Havre 


May  18,  1994 
10:00  a.m.  -  2:00  p.m. 
Great  Falls  Civic  Center 
Great  Falls 


Public  Hearing  on  Region  II  Health 

Care  Resource  Management  Plan 

July  18,  1994 

5:00  -  7:00  p.m. 

Havre  High  School 

Havre 


Schedule  of 

Regional  Health  Care  Planning  Board  Meetings  (cont.) 


Region  II  Health  Care  Planning  Board  (cont) 

September  12, 1994 
2:00  p.m.  -  6:00  p.m. 
Great  Falls  Civic  Center 
Great  Falls 


October  14,  1994 
11:00  a.m. -2:00  p.m. 
Choteau  Public  Library 
17  N.  Main  Avenue 
Choteau 


Region  III  Health  Care  Planning  Board 

January  21,  1994 
1:00  p.m. -3:00  p.m. 
Colonial  Inn 
Helena 

March  9,  1994 

10:00  a.m.  -  3:00  p.m. 

Montana  State  University  -  Billings 

Billings 

April  20,  1994 

9:30  a.m.-  1:30  p.m. 

Montana  State  University  -  BiUings 

Billings 

May  19,  1994 

10:00  a.m.  -  2:00  p.m. 

Montana  State  University  -  Billings 

Billings 

July  15,  1994 

11:00  a.m. -3:00  p.m. 

Montana  State  University  -  BiUings 

Billings 


PubUc  Hearing  on  Region  HI  Health 

Care  Resource  Management  Plan 

August  11,  1994 

9:00  a.m. 

Trans  western  III  Building 

Billings 

August  11,  1994 

9:00  a.m. 

Transwestem  HI  Building 

Billings 

September  14,  1994 

2:00  pm.  -  5:00  p.m. 

Montana  State  University  -  Billings 

Billings 

October  10,  1994 

2:00  p.m. 

Roundup 

(Meeting  site  to  be  determined.) 


Region  IV  Health  Care  Planning  Board 

January  21,  1994 
1:00  p.m. -3:00  p.m. 
Colonial  Inn 
Helena 


March  10,  1994 
10:00  a.m. 
War  Bonnet  Inn 
Butte 


Schedule  of 

Regional  Health  Care  Planning  Board  Meetings  (cont.) 


Region  IV  Health  Care  Planning  Board  (cont) 


April  23,  1994 

1:00  p.m. -5:00  p.m. 

Pilgrim  Congregational  Church 

Bozeman 

May  19,  1994 

4:00  p.m.  -  7:00  p.m. 

Western  Montana  College 

DUlon 

June  22,  1994 

4:00  p.m.  -  8:00  p.m. 

St.  Peter's  Community  Hospital 

Helena 

July  14,  1994 
2:00  p.m.  -  7:00  p.m. 
Mountain  View  Medical  Center 
White  Sulphur  Springs 


Public  Hearing  on  Region  IV  Health 

Care  Resource  Management  Plan 

August  10,  1994 

12  noon  -  4:00  p.m. 

Metcalf  Senior  Citizens'  Center 

Anaconda 

August  10,  1994 

12  noon  -  4:00  p.m. 

Metcalf  Senior  Citizens'  Center 

Anaconda 

October  6,  1994 

Townsend 

(Site  and  time  to  be  determined.) 


Region  V  Health  Care  Planning  Board 


January  21,  1994 
1:00  p.m. -3:00  p.m. 
Colonial  Inn 
Helena 

February  28,  1994 
11:00  a.m. -3:00  p.m. 
Lake  County  Courthouse 
Poison 


May  20,  1994 

8:30  a.m.-  12:30  p.m. 

Cavanaugh's  at  Kalispell  Center 

Kalispell 

June  30,  1994 

11:00  a.m. -3:00  p.m. 

City  Hall  Council  Chambers 

Hamilton 


March  24,  1994 
6:00  p.m.  -  10:00  p.m. 
Flathead  County  High  School 
Kalispell 


August  4,  1994 
10:00  a.m.  -  2:00  p.m. 
Village  Red  Lion  Inn 
Missoula 


Schedule  of 

Regional  Health  Care  Planning  Board  Meetings  (cont.) 

Region  V  Health  Care  Planning  Board  (cont.) 

Public  Hearing  on  Region  V  Health  November  3,  1994 

Care  Resource  Management  Plan  Libby 

August  4,  1994  (Site  and  time  to  be  determined.) 

5:(X)  p.m.  -  7:00  p.m. 

Village  Red  Lion  Inn 

Missoula 


SCHEDULE  OF 


PUBLIC  HEARINGS  ON 


UNIVERSAL  HEALTH  CARE  ACCESS  PLANS 


Region  I 

September  13, 1994 
7:00  p.m.  -  10:00  p.m. 
West  Side  Elementary  School 
Sidney 


Region  FV 

September  8,  1994 
7:00  p.m.  -  10:00  p.m. 
Montana  State  University 
Bozeman 


Region  II 

September  12, 1994 
7:00  p.m.  -  10:00  p.m. 
Great  Falls  Civic  Center 
Great  Falls 


Region  V 

September  7,  1994 
7:00  p.m.-  10:00  p.m. 
University  of  Montana 
Missoula 


Region  III 


September  14,  1994 

7:00  p.m.  -  10:00  p.m. 

Montana  State  University  -  Billings 

Billings 


September  20,  1994 
9:00  a.m.  -  12  noon  and 
1:00  p.m. -3:00  p.m. 
Department  of  Health  and 
Environmental  Sciences 
Helena 


SCHEDULE  OF 


PUBLIC  HEARINGS  ON 


STATEWIDE  AND  REGIONAL  RESOURCE  MANAGEMENT  PLANS 


Statewide  Public  Hearing 


Region  IH  Public  Hearing 


September  22, 1994 
8:30  am.  -  9:30  a.m. 
Town  House  Inn 
Butte 


August  11.  1994 

9:00  a.m. 

Transwestem  III  Building 

Billings 


Region  I  Public  Hearing 

August  1,  1994 

10:00  a.m. 

Dawson  Community  College 

Glendive 


Region  IV  Public  Hearing 

August  10,  1994 

12  noon  -  4:00  p.m. 

Metcalf  Senior  Citizens'  Center 

Anaconda 


Region  II  Public  Hearing 


Region  V  Public  Hearing 


July  18,  1994 
5:00  p.m.  -  7:00  p.m. 
Havre  High  School 
Havre 


August  4,  1994 
5:00  p.m.  -  7.00  p.m. 
Village  Red  Lion  Inn 
Missoula 


SCHEDULE  OF 
ELECTRONIC  CITIZENS*  FORUMS 


May  16,  1994  May  19,  1994 

6:30  p.m.  -  9:30  p.m.  6:30  p.m.  -  9:30  p.m. 

Cottonwood  Inn  Cavanaugh's  at  Kalispell  Center 

Glasgow  Kalispell 


May  18,  1994 
6:30  p.m.  -  9:30  p.m. 
Great  Falls  Civic  Center 
Great  Falls 


SCHEDULE  OF 


TOWN  MEETINGS  ON  THE  UNIVERSAL  ACCESS  PLANS 


Region  I 


Region  IV 


July  26,  1994 
7:00  p.m.-  10:00  p.m. 
Sherman  Motor  Inn 
Wolf  Point 


August  8.  1994 
7:00  p.m.-  10:00  p.m. 
Yellowstone  Motor  Inn 
Livingston 


August  1,  1994 

7:00  p.m.  -  10:00  p.m. 

Dawson  Community  College 

Glendive 


August  10,  194 

7:00  p.m.-  10:00  p.m. 

Montana  College  of  Mineral 

Science  and  Technology 

Butte 


Region  II 


Region  V 


July  19,  1994 
7:00  p.m.  -  10:00  p.m. 
Great  Falls  Civic  Center 
Great  Falls 


August  3,  1994 
7:00  p.m.-  10:00  p.m. 
KwaTaqNuk  Resort 
Poison 


July  20,  1994 
7:00  p.m.-  10:00  p.m. 
Roger's  Saloon 
Malta 


August  4,  1994 
7:00  p.m.  -  10:00  p.m. 
Village  Red  Lion  Inn 
Missoula 


Region  III 

August  16,  1994 
7:00  p.m.-  10:00  p.m. 
Park  Inn 
Lewistown 


August  17,  1994 

7:00  p.m.-  10:00  p.m. 

Montana  State  University  -  Billings 

BiUings 


IX.        MONTANA  HEALTH  CARE  AUTHORITY  ACT 

(SB  285) 


MONTANA  CODES  ANNOTATED 

TITLE  50 

CHAPTER  4 

MONTANA  HEALTH  CARE  AUTHORITY 


50-4-lOL  State  health  care  policy.  (1)  It  is  the  policy  of  the  state  of  Montana  to  ensure 
that  all  residents  have  access  to  quality  health  services  at  costs  that  are  affordable.  To  achieve 
this  policy,  it  is  necessary  to  develop  a  health  care  system  that  is  integrated  and  subject  to  the 
direction  and  oversight  of  a  single  state  agency.  Comprehensive  health  plaiming  through  the 
application  of  a  statewide  health  care  resource  management  plan  that  is  linked  to  a  unified  health 
care  budget  for  Montana  is  essential. 

(2)  It  is  further  the  policy  of  the  state  of  Montana  that  the  health  care  system  should: 

(a)  maintain  and  improve  the  quality  of  health  care  services  offered  to  Montanans; 

(b)  contain  or  reduce  increases  in  the  cost  of  delivering  services  so  that  health  care  costs 
do  not  consume  a  disproportionate  share  of  Montanans'  income  or  the  money  available  for  other 
services  required  to  ensure  the  health,  safety,  and  welfare  of  Montanans; 

(c)  avoid  unnecessary  duplication  in  the  development  and  offering  of  health  care  facilities 
and  services; 

(d)  encourage  regional  and  local  participation  in  decisions  about  health  care  delivery, 
financing,  and  provider  supply; 

(e)  facilitate  universal  access  to  health  sciences  information; 

(0  promote  rational  allocation  of  health  care  resources  in  the  state;  and 

(g)  facilitate  universal  access  to  preventive  and  medically  necessary  health  care. 

(3)  It  is  further  the  policy  of  the  state  of  Montana  that  regardless  of  whether  or  what 
form  of  a  health  care  access  plan  is  adopted  by  the  legislamre,  the  health  care  authority,  health 
care  providers,  and  other  persons  involved  in  the  delivery  of  health  care  services  need  to 
increase  their  emphasis  on  the  education  of  consumers  of  health  care  services.  Consumers  should 
be  educated  concerning  the  health  care  system,  payment  for  services,  ultimate  costs  of  health 
care  services,  and  the  benefit  to  consumers  generally  of  providing  only  services  to  the  consumer 
that  are  reasonable  and  necessary. 

50-4-102.  Definitions.  For  the  purposes  of  this  chapter,  the  following  definitions  apply: 

(1)  "Authority"  means  the  Montana  health  care  authority  created  by  50-4-201. 

(2)  "Board"  means  one  of  the  regional  health  care  planning  boards  created  pursuant  to 
50-4-401. 

(3)  "Certificate  of  public  advantage"  or  "certificate"  means  a  written  certificate  issued 
by  the  authority  as  evidence  of  the  authority's  intention  that  the  implementation  of  a  cooperative 
agreement,  when  actively  supervised  by  the  authority,  receive  state  action  immunity  from 
prosecution  as  a  violation  of  state  or  federal  antitrust  laws. 


(4)  "Cooperative  agreement"  or  "agreement"  means  a  written  agreement  between  two  or 
more  health  care  facilities  for  the  sharing,  allocation,  or  referral  of  patients;  personnel; 
instructional  programs;  emergency  medical  services;  support  services  and  facilities;  medical, 
diagnostic,  or  laboratory  facilities  or  procedures;  or  other  services  customarily  offered  by  health 
care  facilities. 

(5)  "Data  base"  means  the  unified  health  care  data  base  created  pursuant  to  50-4-502. 

(6)  "Health  care"  includes  both  physical  health  care  and  mental  health  care. 

(7)  "Health  care  facility"  means  all  facilities  and  instimtions,  whether  public  or  private, 
proprietary  or  nonprofit,  that  offer  diagnosis,  treatment,  and  inpatient  or  ambulatory  care  to  two 
or  more  unrelated  persons.  The  term  includes  all  facilities  and  instimtions  included  in 
50-5-101(19).  The  term  does  not  apply  to  a  facility  operated  by  religious  groups  relying  solely 
on  spirimal  means,  through  prayer,  for  healing. 

(8)  "Health  insurer"  means  any  health  insurance  company,  health  service  corporation, 
health  maintenance  organization,  insurer  providing  disability  insurance  as  described  in  33-1-207, 
and,  to  the  extent  permitted  under  federal  law,  any  administrator  of  an  insured,  self-insured,  or 
publicly  funded  health  care  benefit  plan  offered  by  public  and  private  entities. 

(9)  "Health  care  provider"  or  "provider"  means  a  person  who  is  licensed,  certified,  or 
otherwise  authorized  by  the  laws  of  this  state  to  provide  health  care  in  the  ordinary  course  of 
business  or  practice  of  a  profession. 

(10)  "Management  plan"  means  the  health  care  resource  management  plan  required  by 
50-4-304. 

(11)  "Region"  means  one  of  the  health  care  planning  regions  created  pursuant  to 
50-4-401. 

(12)  "Statewide  plan"  means  one  of  the  statewide  universal  health  care  access  plans  for 
access  to  health  care  required  by  50-4-301. 

50-4-201.  Montana  health  care  authority  ~  allocation  ~  membership.  (1)  There  is  a 
Montana  health  care  authority. 

(2)  The  authority  is  allocated  to  the  department  of  health  and  environmental  sciences  for 
administrative  purposes  as  provided  in  2-15-121. 

(3)  The  authority  consists  of  five  voting  members  appointed  by  the  governor.  At  least  one 
member  must  represent  consumer  organizations.  Members  of  the  authority  must  be  appointed 
as  follows: 

(a)  Within  30  days  of  May  3,  1993,  the  speaker  and  minority  leader  of  the  house  of 
representatives  shall  select  an  individual  with  recognized  expertise  or  interest,  or  both,  in  health 
care.  The  speaker  and  minority  leader  and  the  person  selected  by  them  shall  nominate  by 
majority  vote  five  individuals  for  appointment  to  the  authority. 

(b)  Within  30  days  of  May  3,  1993,  the  president  and  minority  leader  of  the  senate  shall 
select  an  individual  with  recognized  expertise  or  interest,  or  both,  in  health  care.  The  president 
and  minority  leader  and  the  person  selected  by  them  shall  nominate  by  majority  vote  five 
individuals  for  appointment  to  the  authority. 

(c)  Within  90  days  of  May  3,  1993,  the  governor  shall  appoint  from  those  nominated 
under  subsections  (3)(a)  and  (3)(b)  five  individuals  to  the  authority. 


(4)  A  vacancy  must  be  filled  in  the  same  manner  as  original  appointments  under 
subsection  (3),  except  that  one  individual  must  be  selected  under  subsection  (3)(a)  and  one  under 
subsection  (3)(b).  The  governor  shall  appoint  from  those  nominated  the  individual  to  fill  the 
vacancy. 

(5)  The  presiding  officer  of  the  authority  must  be  elected  by  majority  vote  of  the  voting 
members.  The  initial  presiding  officer  must  serve  a  4-year  term. 

(6)  Members  serve  terms  of  4  years,  except  that  of  the  members  initially  appointed,  two 
members  serve  4-year  terms,  two  members  serve  3-year  terms,  and  one  member  serves  a  2-year 
term,  to  be  determined  by  lot. 

(7)  The  directors  of  the  department  of  social  and  rehabilitation  services  and  the 
department  of  health  and  environmental  sciences  and  the  commissioner  of  insurance  are 
nonvoting,  ex  officio  members  of  the  authority. 

(8)  The  attorney  general  is  an  ex  officio,  nonvoting  member  of  the  authority  only  for  the 
purpose  of  the  authority's  approval  or  denial  of  certificates  of  public  advantage,  supervision  of 
cooperative  agreements,  and  revocation  of  certificates  of  public  advantage  pursuant  to  Title  50, 
chapter  4,  part  6. 

(9)  A  member  shall  acknowledge  a  direct  conflict  of  interest  in  a  proceeding  in  which  the 
member  has  a  personal  or  financial  interest. 

50-4-202.  Administration  of  health  care  authority  -  reports  -  compensation.  (1)  The 

authority  shall  employ  a  full-time  executive  director  who  shall  conduct  or  direct  the  daily 
operation  of  the  authority.  The  executive  director  is  exempt  from  the  application  of  2-18-204, 
2-18-205,  2-18-207,  and  2-18-1011  through  2-18-1013  and  serves  at  the  pleasure  of  the 
authority.  The  executive  director  is  the  chief  administrative  officer  of  the  authority.  The 
executive  director  has  the  power  of  a  department  head  pursuant  to  2-15-112,  subject  to  the 
policies  and  procedures  established  by  the  authority. 

(2)  The  authority  may  delegate  its  powers  and  assign  the  duties  of  the  authority  to  the 
executive  director  as  it  may  consider  appropriate  and  necessary  for  the  proper  administration  of 
the  authority.  However,  the  authority  may  not  delegate  its  rulemaking  powers  under  Title  50, 
chapter  4,  parts  1  through  5. 

(3)  The  authority  may: 

(a)  employ  professional  and  support  staff  necessary  to  carry  out  the  functions  of  the 
authority;  and 

(b)  employ  consultants  and  contract  with  individuals  and  entities  for  the  provision  of 
services. 

(4)  The  authority  may: 

(a)  apply  for  and  accept  gifts,  grants,  or  contributions  from  any  person  for  purposes 
consistent  with  50-1-201  and  Title  50,  chapter  4,  parts  1  through  5; 

(b)  adopt  rules  necessary  to  implement  Title  50,  chapter  4,  parts  1  through  5;  and 

(c)  enter  into  contracts  necessary  to  accomplish  the  purposes  of  Title  50,  chapter  4,  parts 
1  through  5. 

(5)  The  authority  shall  report  to  the  legislature  and  the  governor  at  least  twice  a  year  on 
its  progress  since  the  last  report  in  fulfilling  the  requirements  of  Title  50,  chapter  4,  parts  1 


through  5.  Reports  may  be  provided  in  a  manner  similar  to  5-11-210  or  in  another  manner 
determined  by  the  authority. 

(6)  Members  of  the  authority  must  be  paid  and  reimbursed  as  provided  in  2-15-124. 

(7)  The  authority  shall  make  grants  to  the  boards  for  the  operation  of  the  boards.  The 
authority  shall  provide  for  uniform  procedures  for  grant  applications  and  budgets  of  the  boards. 

50-4-301.  Statewide  universal  access  plans  required.  (1)  On  or  before  October  1 ,  1994, 
the  authority  shall  submit  a  report  to  the  legislature  that  contains  the  authority's  recommendation 
for  a  statewide  universal  health  care  access  plan  based  on  a  single  payor  system  and  a 
recommendation  for  a  statewide  universal  access  plan  based  on  a  regulated  multiple  payor 
system.  Each  statewide  plan  must  contain  recommendations  that,  if  implemented,  would  provide 
for  universally  accessible,  medically  necessary,  and  preventive  health  care  by  October  1,  1995. 
Both  plans  must  be  voted  on  by  the  1995  legislature.  The  legislature  may  return  one  or  both 
plans  to  the  authority  for  further  development. 

(2)  For  purposes  of  this  section: 

(a)  a  single  payor  system  is  a  method  of  financing  health  care  services  predominantly 
through  public  funds  so  that  each  resident  of  Montana  receives  a  uniform  set  of  benefits  as 
established  through  statute  or  administrative  rule.  Policies  governing  all  aspects  of  the 
management  of  the  single  payor  system  would  reside  with  state  government,  and  benefits  must 
be  administered  by  a  single  entity. 

(b)  a  regulated  multiple  payor  system  is  a  method  of  financing  health  care  services 
through  a  mix  of  public  and  private  funds  so  that  each  resident  of  Montana  receives  a  uniform 
set  of  benefits  as  established  by  statute  or  administrative  rule.  State  government  has 
responsibility  for  regulating  the  multiple  entities  that  provide  benefits  to  residents,  including 
regulations  for  enrollment,  change  in  premium  rates,  payment  rates  to  providers,  and  aggregate 
health  expenditures. 

50-4-302.  Features  of  statewide  plans.  (1)  Each  statewide  plan  under  50-4-301  must 
contain  the  features  required  by  50-4-303  through  50-4-306  and  this  section. 
(2)  Each  statewide  plan  must  include: 

(a)  guaranteed  access  to  health  care  services  for  all  residents  of  Montana; 

(b)  a  uniform  system  of  health  care  benefits; 

(c)  a  unified  health  care  budget; 

(d)  portability  of  coverage,  regardless  of  job  status; 

(e)  a  broad-based,  public  or  private  financing  mechanism  to  fund  health  care  services; 

(f)  consideration  of  the  limitations  of  public  funding; 

(g)  a  system  capped  for  provider  expenditures; 
(h)  global  budgeting  for  all  health  care  spending; 
(i)  controlled  capital  expenditures; 

(j)  a  binding  cap  on  overall  expenditures; 

(k)  policymaking  for  the  system  as  a  whole  and  accountability  within  state  government; 

(1)  incentives  to  be  used  to  contain  costs  and  direct  resources; 

(m)  administrative  efficiencies; 


(n)  the  appropriate  use  of  midlevel  practitioners,  such  as  physician's  assistants  and  nurse 
practitioners; 

(o)  mechanisms  for  reducing  the  cost  of  prescription  drugs,  both  as  part  of  and  as 
separate  from  the  uniform  benefit  plan; 

(p)  integration,  to  the  extent  possible  under  federal  and  state  law,  of  benefits  provided 
under  the  health  care  system  with  benefits  provided  by  the  Indian  health  service  and  the  United 
States  department  of  veteran  affairs  and  benefits  provided  by  the  medicare  and  medicaid 
programs;  and 

(q)  an  acmarially  sound  estimate  of  the  costs  of  implementing  the  plan  through  the  year 
2005. 

(3)  Nothing  in  50-4-303  through  50-4-306  or  this  section  may  be  interpreted  to  prevent 
Montana  residents  from  seeking  health  care  services  not  provided  in  either  or  both  statewide 
plans. 

50-4-303.  Cost  containment.  (1)  The  statewide  plans  must  contain  a  cost  containment 
component,  including  annual  cost  containment  targets.  Except  as  otherwise  provided  in  this 
section,  each  statewide  plan  must  establish  targets  for  cost  containment  so  that  by  1999,  the 
annual  average  percentage  increase  in  statewide  health  care  costs  does  not  exceed  the  average 
annual  percentage  increase  in  the  gross  domestic  product,  as  determined  by  the  U.S.  department 
of  commerce,  for  the  5  preceding  years. 

(2)  The  authority  shall  adopt  processes  and  criteria  for  responding  to  exceptional  and 
unforeseen  circumstances  that  affect  the  health  care  system  and  the  targets  required  in  subsection 
(1),  including  such  factors  as  population  increases  or  decreases,  demographic  changes,  costs 
beyond  the  control  of  health  care  providers,  and  other  factors  that  the  authority  considers 
significant. 

(3)  The  authority  shall,  at  a  minimum,  include  the  following  features  in  the  cost 
containment  component: 

(a)  global  budgeting  for  all  health  care  spending; 

(b)  a  system  for  limiting  demand  of  health  care  services  and  controlling  unnecessary  and 
inappropriate  health  care.  The  system  may  include  prioritization  of  services  that  allows  for 
consideration  of  an  individual  patient's  prognosis. 

(c)  a  system  for  reimbursing  health  care  providers  for  services  and  health  care  items.  The 
reimbursement  system  must  provide  that  all  payors,  public  or  private,  pay  the  same  rate  for  the 
same  health  care  services  and  items  and  that  reimbursement  for  services  is  based  predominantly 
upon  the  health  care  service  provided  rather  than  upon  the  discipline  of  the  health  care  provider. 

(d)  a  method  of  monitoring  compliance  with  the  targets  required  in  subsection  (1); 

(e)  expenditure  targets  for  health  care  providers  and  facilities; 

(f)  disincentives  for  exceeding  the  targets  established  pursuant  to  subsection  (3)(e), 
including  reduction  of  reimbursement  levels  in  subsequent  years; 

(g)  reimbursement  of  health  care  providers  and  health  care  facilities  that  is  based  upon 
negotiated  annual  budgets  or  fees  for  services;  and 

(h)  a  plan  by  the  authority,  health  care  providers,  health  insurers,  and  health  care 
facilities  to  educate  the  public  concerning  the  purpose  and  content  of  the  statewide  plans. 


50-4-304.  Health  care  resource  management  plan.  (1)  Each  statewide  plan  must  contain 
a  health  care  resource  management  plan  that  takes  into  account  the  provisions  of  50-4-303.  The 
management  plan  must  provide  for  the  distribution  of  health  care  resources  within  the  regions 
established  pursuant  to  50-4-401  and  within  the  state  as  a  whole,  consistent  with  the  principles 
provided  in  subsection  (2). 

(2)  The  management  plan  must  include: 

(a)  a  statement  of  principles  used  in  the  allocation  of  resources  and  in  establishing 
priorities  for  health  services; 

(b)  identification  of  the  current  supply  and  distribution  of: 
(i)  hospital,  nursing  home,  and  other  inpatient  services; 
(ii)  home  health  and  mental  health  services; 

(iii)  treatment  services  for  alcohol  and  drug  abuse; 

(iv)  emergency  care; 

(v)  ambulatory  care  services,  including  primary  care  resources; 

(vi)  nutrition  benefits,  prenatal  benefits,  and  maternity  care; 

(vii)  human  resources; 

(viii)  health  sciences  library  resources  and  services; 

(ix)  major  medical  equipment;  and 

(x)  health  screening  and  early  intervention  services; 

(c)  a  determination  of  the  appropriate  supply  and  distribution  of  the  resources  and 
services  identified  in  subsection  (2)(b)  and  of  the  mechanisms  that  will  encourage  the  appropriate 
integration  of  these  services  on  a  local  or  regional  basis.  To  arrive  at  a  determination,  the 
authority  shall  consider  the  following  factors: 

(i)  the  needs  of  the  statewide  population,  with  special  consideration  given  to  the 
development  of  health  care  services  in  underserved  areas  of  the  state; 

(ii)  the  needs  of  particular  geographic  areas  of  the  state; 

(iii)  the  use  of  Montana  facilities  by  out-of-state  residents; 

(iv)  the  use  of  out-of-state  facilities  by  Montana  residents; 

(v)  the  needs  of  populations  with  special  health  care  needs; 

(vi)  the  desirability  of  providing  high-quality  services  in  an  economical  and  efficient 
manner,  including  the  appropriate  use  of  midlevel  practitioners;  and 

(vii)  the  cost  impact  of  these  resource  requirements  on  health  care  expenditures; 

(d)  a  component  that  addresses  health  promotion  and  disease  prevention  and  that  is 
prepared  by  the  department  of  health  and  environmental  sciences  in  a  format  established  by  the 
authority; 

(e)  incentives  to  improve  access  to  and  use  of  preventive  care;  primary  care  services, 
including  mental  health  services;  and  community-based  care; 

(f)  incentives  for  healthy  lifestyles; 

(g)  incentives  to  improve  access  to  health  care  in  underserved  areas,  including: 

(i)  a  system  by  which  the  authority  may  identify  persons  with  an  interest  in  becoming 
health  care  professionals  and  provide  or  assist  in  providing  health  care  education  for  those 
persons;  and 

(ii)  tax  credits  and  other  financial  incentives  to  attract  and  retain  health  care  professionals 
in  underserved  areas;  and 


(h)  a  component  that  addresses  integration  of  the  plan,  to  the  extent  allowed  by  state  and 
federal  law,  with  services  provided  by  the  Indian  health  service  and  by  the  United  States 
department  of  veterans  affairs  and  by  the  medicare  and  medicaid  programs. 

(3)  In  adopting  the  management  plan,  the  authority  shall  consider  the  regional  health 
resource  plans  recommended  by  regional  panels. 

(4)  The  management  plan  must  be  revised  aimually  in  a  manner  determined  by  the 
authority. 

(5)  Prior  to  adoption  of  the  management  plan,  the  authority  shall  hold  one  or  more  public 
hearings  for  the  purpose  of  receiving  oral  and  written  comment  on  a  draft  plan.  After  hearings 
have  been  concluded,  the  authority  shall  adopt  the  management  plan,  taking  comments  into 
consideration. 

50-4-305.  Health  care  billing  simplification.  (1)  Each  statewide  plan  must  contain  a 
component  providing  for  simplification  and  reduction  of  the  costs  associated  with  health  care 
billing.  In  designing  this  component,  the  authority  may  consider: 

(a)  conversion  from  paper  health  care  claims  to  standardized  electronic  billing;  and 

(b)  creating  a  claims  clearinghouse,  consisting  of  a  state  agency  or  private  entity,  to 
receive  claims  from  all  health  care  providers  for  compiling,  editing,  and  submitting  the  claims 
to  payors. 

(2)  The  health  care  billing  component  must  include  a  method  to  educate  and  assist  health 
care  providers  and  payors  who  will  use  any  health  care  billing  simplification  system 
recommended  by  the  authority. 

(3)  The  billing  component  must  provide  a  schedule  for  a  phasein  of  any  health  care 
billing  simplification  system  recommended  by  the  authority.  The  schedule  must  relieve  health 
care  providers,  payors,  and  consumers  of  undue  burdens  in  using  the  system. 

50-4-306.  Other  matters  to  be  included  in  statewide  plans.  (1)  The  statewide  plans 
recommended  by  the  authority  must  include: 

(a)  stable  financing  methods,  including  sharing  of  the  costs  of  health  care  by  health  care 
consumers  on  an  ability-to-pay  basis  through  such  mechanisms  as  copayments  or  payment  of 
premiums; 

(b)  a  procedure  for  evaluating  the  quality  of  health  care  services; 

(c)  public  education  concerning  the  statewide  plans  recommended  by  the  authority;  and 

(d)  phasein  of  the  various  components  of  the  plans. 

(2)  (a)  In  order  to  reduce  the  costs  of  defensive  medicine,  the  authority  shall: 

(i)  conduct  a  study  of  a  system  for  reducing  the  use  of  defensive  medicine  by  adopting 
practice  protocols  that  would  give  providers  guidelines  to  follow  for  specific  procedures; 

(ii)  conduct  a  smdy  of  tort  reform  measures,  including  limitations  on  the  amount  of 
noneconomic  damages,  mandated  periodic  payments  of  future  damages,  and  reverse  sliding  scale 
limits  on  contingency  fees;  and 

(iii)  propose  any  changes,  including  legislation,  that  it  considers  necessary,  including 
measures  for  compensating  victims  of  tortious  injuries. 

(b)  As  part  of  its  study  under  subsection  (2)(a)(ii),  the  authority  may  consider  changes 
in  the  Montana  Medical  Legal  Panel  Act. 


(c)  The  recommendations  of  the  authority  must  be  included  in  its  report  containing  the 
statewide  plans. 

(3)  The  authority  shall  conduct  a  study  of  the  impacts  of  federal  and  state  antitrust  laws 
on  health  care  services  in  the  state  and  make  recommendations,  including  legislation,  to  address 
those  laws  and  impacts.  The  authority  may  include  in  its  plans  legislation  in  addition  to  Title  50, 
chapter  4,  part  6,  that  will  enable  health  care  providers  and  payors,  including  health  insurers 
and  consumers,  to  negotiate  and  enter  into  agreements  when  the  agreements  are  likely  to  result 
in  lower  costs  or  in  greater  access  or  quality  than  would  otherwise  occur  in  the  competitive 
marketplace.  In  proposing  appropriate  legislation  concerning  antitrust  laws,  the  authority  shall 
provide  appropriate  conditions,  supervision,  and  regulation  to  protect  against  private  abuse  of 
economic  power. 

(4)  The  authority  shall  apply  for  waivers  from  federal  laws  necessary  to  implement 
recommendations  of  the  authority  enacted  by  the  legislamre  and  to  implement  those 
recommendations  not  requiring  legislation. 

50-4-307.  Availability  of  plans  —  hearings  on  statewide  plans.  (1)  The  authority  shall 
make  copies  of  the  draft  statewide  plans  widely  available  at  public  expense  to  interested  persons 
and  groups. 

(2)  The  authority  shall  seek  public  comment  on  the  development  of  each  statewide  plan 
required  under  50-4-301.  In  seeking  public  comment  on  the  development  of  the  authority's 
recommendations  for  each  plan,  the  authority  shall  provide  extensive,  multimedia  notice  to  the 
public  and  hold  at  least  one  public  hearing  in  each  of  the  health  care  planning  regions  established 
by  50-4-401.  The  hearings  must  take  place  before  the  authority's  report  is  submitted  to  the 
legislature.  The  authority  shall  consult  with  health  care  providers  in  the  development  of  its 
recommendations  for  each  statewide  plan. 

(3)  The  authority  shall  consider  oral  and  written  public  comments  on  the  statewide  plans 
before  recommending  them  to  the  legislature. 

50-4-308.  State  purchasing  pool  ~  reports  required.  (1)  On  or  before  December  15, 
1994,  and  December  15,  1996,  the  authority  shall  report  to  the  legislamre  on  establishment  of 
a  state  purchasing  pool,  including  the  number  and  types  of  groups  and  group  members 
participating  in  the  pool,  the  costs  of  administering  the  pool,  the  savings  attributable  to 
participating  groups  from  the  operation  of  the  pool,  and  any  changes  in  legislation  considered 
necessary  by  the  authority. 

(2)  On  or  before  December  15,  1996,  the  authority  shall  report  to  the  legislamre  its 
recommendations  concerning  the  feasibility  and  merits  of  authorizing  the  authority  to  act  as  an 
insurer  in  pooling  risks  and  providing  benefits,  including  a  common  benefits  plan,  to  participants 
of  the  purchasing  pool. 

50-4-309.  Study  of  prescription  drug  cost  and  distribution. 

The  authority  shall  conduct  a  study  of  the  cost  and  distribution  of  prescription  drugs  in  this  state. 
The  smdy  must  consider  the  feasibility  of  various  methods  of  reducing  the  cost  of  purchasing 
and  distributing  prescription  drugs  to  Montana  residents.  The  smdy  must  include  the  feasibility 
of  establishing  a  prescription  drug  purchasing  pool  for  distribution  of  drugs  through  pharmacists 
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in  this  state.  The  results  of  the  study,  including  the  authority's  recommendations  for  any 
necessary  legislation,  must  be  reported  to  the  legislature  by  December  1,  1996.  If  the  authority 
determines  that  feasible  methods  are  available  without  need  for  legislation  or  appropriations,  the 
authority  shall  implement  that  part  or  those  parts  of  its  recommendations. 

50-4-310.  Long-term  care  study  and  recommendations.  (1)  The  authority  shall  conduct 
a  study  of  the  long-term  care  needs  of  state  residents  and  report  to  the  public  and  the  legislature 
the  authority's  recommendations,  including  any  necessary  legislation,  for  meeting  those 
long-term  care  needs.  The  report  must  be  available  to  the  public  on  or  before  September  1, 
1996,  after  which  the  authority  shall  conduct  public  hearings  on  its  report  in  each  region 
established  under  50-4-401.  The  authority  shall  present  its  report  to  the  legislamre  on  or  before 
January  1,  1997. 

(2)  This  section  does  not  preclude  the  authority  from  recommending  cost-sharing 
arrangements  for  long-term  care  services  or  from  recommending  that  the  services  be  phased  in 
over  time.  The  authority's  recommendations  must  support  and  may  not  supplant  informal  care 
giving  by  family  and  friends  and  must  include  cost  containment  recommendations  for  any 
long-term  care  service  suggested  for  inclusion. 

(3)  The  authority's  report  must  estimate  costs  associated  with  each  of  the  long-term  care 
services  recommended  and  may  suggest  independent  financing  mechanisms  for  those  services. 
The  report  must  also  set  forth  the  projected  cost  to  Montana  and  its  citizens  over  the  next  20 
years  if  there  is  no  change  in  the  present  accessibility,  affordability,  or  financing  of  long-term 
care  services  in  this  state. 

(4)  The  authority  shall  consult  with  the  department  of  social  and  rehabilitation  services 
in  developing  its  recommendations  under  this  section. 

50-4-311.  Study  of  certificate  of  need  process.  (1)  The  authority  shall  conduct  a  smdy 
of  the  certificate  of  need  process  established  under  Title  50,  chapter  5,  part  3.  The  study  must 
determine  whether  changes  in  the  certificate  of  need  process  are  necessary  or  desirable  in  light 
of  the  authority's  recommendation  for  a  single  payor  health  care  system  required  by  50-4-301. 
The  smdy  must  include  consideration  of  the  role,  effect,  and  desirability  of: 

(a)  maintaining  the  exemptions  from  the  certificate  of  need  process  for  hospitals  and  for 
offices  of  private  physicians,  dentists,  and  other  physical  and  mental  health  care  professionals; 
and 

(b)  maintaining  the  dollar  thresholds  for  health  care  services,  equipment,  and  buildings 
and  for  construction  of  health  care  facilities. 

(2)  The  results  of  the  study,  including  any  recommendations  for  legislation  and  changes 
in  an  agency's  policies  or  rules,  must  be  reported  to  the  legislature  no  later  than  December  1, 
1994. 

50-4-401.  Health  care  planning  regions  and  regional  planning  boards  created  ~ 
selection  -  membership.  (1)  There  are  five  health  care  planning  regions.  Subject  to  subsection 
(2),  the  regions  must  consist  of  the  following  counties: 

(a)  region  I:  Sheridan,  Daniels,  Valley,  Phillips,  Roosevelt,  Richland,  McCone,  Garfield, 
Dawson,  Prairie,  Wibaux,  Fallon,  Custer,  Rosebud,  Treasure,  Powder  River,  and  Carter; 
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(b)  region  II:  Blaine,  Hill,  Liberty,  Toole,  Glacier,  Pondera,  Teton,  Chouteau,  and 
Cascade; 

(c)  region  III:  Judith  Basin,  Fergus,  Petroleum,  Musselshell,  Golden  Valley,  Wheatland, 
Sweet  Grass,  Stillwater,  Yellowstone,  Carbon,  and  Big  Horn; 

(d)  region  IV:  Lewis  and  Clark,  Powell,  Granite,  Deer  Lodge,  Silver  Bow,  Jefferson, 
Broadwater,  Meagher,  Park,  Gallatin,  Madison,  and  Beaverhead; 

(e)  region  V:  Lincoln,  Flathead,  Sanders,  Lake,  Mineral,  Missoula,  and  Ravalli. 

(2)  (a)  A  county  may,  by  written  request  of  the  board  of  county  commissioners,  petition 
the  authority  at  any  time  to  be  removed  from  a  health  care  planning  region  and  added  to  another 
region. 

(b)  The  authority  shall  grant  or  deny  the  petition  after  a  public  hearing.  The  authority 
shall  give  notice  as  the  authority  determines  appropriate.  The  authority  shall  grant  the  petition 
if  it  appears  by  a  preponderance  of  the  evidence  that  the  petitioning  county's  health  care  interests 
are  more  strongly  associated  with  the  region  that  the  county  seeks  to  join  than  with  the  region 
in  which  the  county  is  located.  If  the  authority  grants  the  petition,  the  county  is  considered  for 
all  purposes  to  be  part  of  the  health  care  planning  region  as  approved  by  the  authority. 

(3)  Within  each  region,  the  authority  shall  establish  by  rule  a  regional  health  care 
planning  board.  Each  board  must  include  one  member  from  each  county  within  the  region.  The 
members  on  each  board  shall  represent  a  balance  of  individuals  who  are  health  care  consumers 
and  individuals  who  are  recognized  for  their  interest  or  expertise,  or  both,  in  health  care.  Each 
regional  board  should  attempt  to  achieve  gender  balance. 

(4)  The  authority  shall,  within  30  days  of  appointment  of  its  members,  propose  by  rule 
a  procedure  for  selecting  members  of  boards.  The  authority  shall  select  the  members  for  each 
board  within  180  days  of  appointment  of  the  authority,  using  the  selection  procedure  adopted  by 
rule  under  this  subsection.  Vacancies  on  a  board  must  be  filled  by  using  the  authority's  selection 
process. 

(5)  Regional  board  members  serve  4-year  terms,  except  that  of  the  board  members 
initially  selected,  at  least  three  members  serve  for  2  years,  at  least  three  members  serve  for  3 
years,  and  at  least  three  members  serve  for  4  years,  to  be  determined  by  lot.  A  majority  of  each 
regional  board  shall  select  a  presiding  officer.  The  presiding  officer  initially  selected  must  serve 
a  4-year  term.  Board  members  must  be  compensated  and  reimbursed  in  accordance  with 
2-15-124. 

50-4-402.  Powers  and  duties  of  boards.  (1)  A  board  shall: 

(a)  meet  at  the  time  and  place  designated  by  the  presiding  officer,  but  not  less  than 
quarterly; 

(b)  submit  an  annual  budget  and  grant  application  to  the  authority  at  the  time  and  in  the 
manner  directed  by  the  authority; 

(c)  adopt  procedures  governing  its  meetings  and  other  aspects  of  its  day-to-day  operations 
as  the  board  determines  necessary; 

(d)  develop  regional  health  resource  plans  in  the  format  determined  by  the  authority  that 
must  address  the  health  care  needs  of  the  region  and  address  the  development  of  health  care 
services  in  underserved  areas  of  the  region  and  other  matters; 

(e)  revise  the  regional  plan  annually; 
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(f)  hold  at  least  one  public  hearing  on  the  regional  plan  within  the  region  at  the  time  and 
in  the  manner  determined  by  the  regional  board; 

(g)  transmit  the  regional  plan  to  the  authority  at  the  time  determined  by  the  authority; 
(h)  apply  to  the  authority  for  grant  funds  for  operation  of  the  regional  board  and  account, 

in  the  manner  specified  by  the  authority,  for  grant  funds  provided  by  the  authority;  and 
(i)  seek  from  public  and  private  sources  money  to  supplement  grant  funds  provided  by 
the  authority. 

(2)  Regional  boards  may: 

(a)  recommend  that  the  authority  sanction  voluntary  agreements  between  health  care 
providers  and  between  health  care  consumers  in  the  region  that  will  improve  the  quality  of, 
access  to,  or  affordability  of  health  care  but  that  might  constitute  a  violation  of  antitrust  laws  if 
undertaken  without  government  direction; 

(b)  make  recommendations  to  the  authority  regarding  major  capital  expenditures  or  the 
introduction  of  expensive  new  technologies  and  medical  practices  that  are  being  proposed  or 
considered  by  health  care  providers; 

(c)  undertake  voluntary  activities  to  educate  consumers,  providers,  and  purchasers  and 
promote  voluntary,  cooperative  community  cost  containment,  access,  or  quality  of  care  projects; 
and 

(d)  make  recommendations  to  the  department  of  health  and  environmental  sciences  or  to 
the  authority,  or  both,  regarding  ways  of  improving  affordability,  accessibility,  and  quality  of 
health  care  in  the  region  and  throughout  the  state. 

(3)  Each  regional  board  may  review  and  advise  the  authority  on  regional  technical  matters 
relating  to  the  statewide  plans  required  by  50-4-301,  the  common  benefits  package,  procedures 
for  developing  and  applying  practice  guidelines  for  use  in  the  statewide  plans,  provider  and 
facility  contracts  with  the  state,  utilization  review  recommendations,  expenditure  targets,  and 
uniform  health  care  benefits  and  the  impact  of  the  benefits  upon  the  provision  of  quality  health 
care  within  the  region. 

50-4-501.  Uniform  claim  forms  and  procedures.  (1)  The  conmiissioner  of  insurance, 
after  consultation  with  the  authority,  may  adopt  by  rule  uniform  health  insurance  claim  forms 
and  uniform  standards  and  procedures  for  the  use  of  the  forms  and  processing  of  claims, 
including  the  submission  of  claims  by  means  of  an  electronic  claims  processing  system. 

(2)  The  commissioner  may  contract  with  a  private  or  public  entity  to  administer  and 
operate  an  electronic  claims  processing  system.  If  the  commissioner  elects  to  contract  for 
administration  and  operation  of  the  system,  the  commissioner  shall  award  a  contract  according 
to  Title  18,  chapter  4. 

50-4-502.  Health  care  data  base  ~  information  submitted  ~  enforcement.  (1)  The 

authority  shall  develop  and  maintain  a  unified  health  care  data  base  that  enables  the  authority, 
on  a  statewide  basis,  to: 

(a)  determine  the  distribution  and  capacity  of  health  care  resources,  including  health  care 
facilities,  providers,  and  health  care  services; 

(b)  identify  health  care  needs  and  direct  statewide  and  regional  health  care  policy  to 
ensure  high-quality  and  cost-effective  health  care; 
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(c)  conduct  evaluations  of  health  care  procedures  and  health  care  protocols; 

(d)  compare  costs  of  commonly  performed  health  care  procedures  between  providers  and 
health  care  facilities  within  a  region  and  make  the  data  readily  available  to  the  public;  and 

(e)  compare  costs  of  various  health  care  procedures  in  one  location  of  providers  and 
health  care  facilities  with  the  costs  of  the  same  procedures  in  other  locations  of  providers  and 
health  care  facilities. 

(2)  The  authority  shall  by  rule  require  health  care  providers,  health  insurers,  health  care 
facilities,  private  entities,  and  entities  of  state  and  local  governments  to  file  with  the  authority 
the  reports,  data,  schedules,  statistics,  and  other  information  determined  by  the  authority  to  be 
necessary  to  fulfill  the  purposes  of  the  data  base  provided  in  subsection  (1).  Material  to  be  filed 
with  the  authority  may  include  health  insurance  claims  and  enrollment  information  used  by  health 
insurers. 

(3)  The  authority  may  issue  subpoenas  for  the  production  of  information  required  under 
this  section  and  may  issue  subpoenas  for  and  administer  oaths  to  any  person.  Noncompliance 
with  a  subpoena  issued  by  the  authority  is,  upon  application  by  the  authority,  punishable  by  a 
district  court  as  contempt  pursuant  to  Title  3,  chapter  1,  part  5. 

(4)  The  data  base  must: 

(a)  use  unique  patient  and  provider  identifiers  and  a  uniform  coding  system  identifying 
health  care  services;  and 

(b)  reflect  all  health  care  utilization,  costs,  and  resources  in  the  state  and  the  health  care 
utilization  and  costs  of  services  provided  to  Montana  residents  in  another  state. 

(5)  Information  in  the  data  base  required  by  law  to  be  kept  confidential  must  be 
maintained  in  a  manner  that  does  not  disclose  the  identity  of  the  person  to  whom  the  information 
applies.  Information  in  the  data  base  not  required  by  law  to  be  kept  confidential  must  be  made 
available  by  the  authority  upon  request  of  any  person. 

(6)  The  authority  shall  adopt  by  rule  a  confidentiality  code  to  ensure  that  information  in 
the  data  base  is  maintained  and  used  according  to  state  law  governing  confidential  health  care 
information. 

50-4-503.  Health  insurer  cost  management  plans.  (1)  (a)  Except  as  provided  in 
subsection  (3),  each  health  insurer  shall: 

(i)  prepare  a  cost  management  plan  that  includes  integrated  systems  for  health  care 
delivery;  and 

(ii)  file  the  plan  with  the  authority  no  later  than  January  1,  1994. 

(b)  The  authority  may  use  plans  filed  under  this  section  in  the  development  of  a  unified 
health  care  budget. 

(2)  The  plans  required  by  this  section  must  be  developed  in  accordance  with  standards 
and  procedures  established  by  the  authority. 

(3)  The  provisions  of  this  section  do  not  apply  to  dental  insurance. 

50-4-601.  Finding  and  purpose.  The  legislature  finds  that  the  goals  of  controlling  health 
care  costs  and  improving  the  quality  of  and  access  to  health  care  will  be  significantly  enhanced 
in  some  cases  by  cooperative  agreements  among  health  care  facilities.  The  purpose  of  this  part 
is  to  provide  the  state,  through  the  authority,  with  direct  supervision  and  control  over  the 
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implementation  of  cooperative  agreements  among  health  care  facilities  for  which  certificates  of 
public  advantage  are  granted.  It  is  the  intent  of  the  legislamre  that  supervision  and  control  over 
the  implementation  of  these  agreements  substitute  state  regulation  of  facilities  for  competition 
between  facilities  and  that  this  regulation  have  the  effect  of  granting  the  parties  to  the  agreements 
state  action  immunity  for  actions  that  might  otherwise  be  considered  to  be  in  violation  of  state 
or  federal,  or  both,  antitrust  laws. 

50-4-602.  Cooperative  agreements  allowed.  A  health  care  facility  may  enter  into  a 
cooperative  agreement  with  one  or  more  health  care  facilities. 

50-4-603.  Certificate  of  public  advantage  ~  standards  for  certification  ~  time  for 
action  by  authority.  (1)  Parties  to  a  cooperative  agreement  may  apply  to  the  authority  for  a 
certificate  of  public  advantage.  The  application  for  a  certificate  must  include  a  copy  of  the 
proposed  or  executed  agreement,  a  description  of  the  scope  of  the  cooperation  contemplated  by 
the  agreement,  and  the  amount,  nature,  source,  and  recipient  of  any  consideration  passing  to  any 
person  under  the  terms  of  the  agreement. 

(2)  The  authority  shall  hold  a  public  hearing  on  the  application  for  a  certificate  before 
acting  upon  the  application.  The  authority  may  not  issue  a  certificate  unless  the  authority  finds 
that  the  agreement  is  likely  to  result  in  lower  health  care  costs  or  in  greater  access  to  or  quality 
of  health  care  than  would  occur  without  the  agreement.  If  the  authority  denies  an  application  for 
a  certificate  for  an  executed  agreement,  the  agreement  is  void  upon  the  decision  of  the  authority 
not  to  issue  the  certificate.  Parties  to  a  void  agreement  may  not  implement  or  carry  out  the 
agreement. 

(3)  The  authority  shall  deny  the  application  for  a  certificate  or  issue  a  certificate  within 
90  days  of  receipt  of  a  completed  application. 

50-4-604.  Reconsideration  by  authority.  (1)  If  the  authority  denies  an  application  and 
refuses  to  issue  a  certificate,  a  party  to  the  agreement  may  request  that  the  authority  reconsider 
its  decision.  The  authority  shall  reconsider  its  decision  if  the  party  applying  for  reconsideration 
submits  the  request  to  the  authority  in  writing  within  30  calendar  days  of  the  authority's  decision 
to  deny  the  initial  application. 

(2)  The  authority  shall  hold  a  public  hearing  on  the  application  for  reconsideration.  The 
hearing  must  be  held  within  30  days  of  receipt  of  the  request  for  reconsideration  unless  the  party 
applying  for  reconsideration  agrees  to  a  hearing  at  a  later  time.  The  hearing  must  be  held 
pursuant  to  2-4-604. 

(3)  The  authority  shall  make  a  decision  to  deny  the  application  or  to  issue  the  certificate 
within  30  days  of  the  conclusion  of  the  hearing  required  by  subsection  (2).  The  decision  of  the 
authority  must  be  part  of  written  findings  of  fact  and  conclusions  of  law  supporting  the  decision. 
The  findings,  conclusions,  and  decision  must  be  served  upon  the  applicant  for  reconsideration. 

50-4-605  through  50-4-608  reserved. 

50-4-609.  Revocation  of  certificate  by  authority.  (1)  The  authority  shall  revoke  a 
certificate  previously  granted  by  it  if  the  authority  determines  that  the  cooperative  agreement  is 
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not  resulting  in  lower  health  care  costs  or  greater  access  to  or  quality  of  health  care  than  would 
occur  in  absence  of  the  agreement. 

(2)  A  certificate  may  not  be  revoked  by  the  authority  without  giving  notice  and  an 
opportunity  for  a  hearing  before  the  authority  as  follows: 

(a)  Written  notice  of  the  proposed  revocation  must  be  given  to  the  parties  to  the 
agreement  for  which  the  certificate  was  issued  at  least  120  days  before  the  effective  date  of  the 
proposed  revocation. 

(b)  A  hearing  must  be  provided  prior  to  revocation  if  a  party  to  the  agreement  submits 
a  written  request  for  a  hearing  to  the  authority  within  30  calendar  days  after  notice  is  mailed  to 
the  party  under  subsection  (2)(a). 

(c)  Within  30  calendar  days  of  receipt  of  the  request  for  a  hearing,  the  authority  shall 
hold  a  public  hearing  to  determine  whether  or  not  to  revoke  the  certificate.  The  hearing  must 
be  held  in  accordance  with  2-4-604. 

(3)  The  authority  shall  make  its  final  decision  and  serve  the  parties  with  written  findings 
of  fact  and  conclusions  of  law  in  support  of  its  decision  within  30  days  after  the  conclusion  of 
the  hearing  or,  if  no  hearing  is  requested,  within  30  days  of  the  date  of  expiration  of  the  time 
to  request  a  hearing. 

(4)  If  a  certificate  of  public  advantage  is  revoked  by  the  authority,  the  agreement  for 
which  the  certificate  was  issued  is  terminated. 

50-4-610.  Appeal.  A  party  to  a  cooperative  agreement  may  appeal,  in  the  maimer 
provided  in  Title  2,  chapter  4,  part  7,  a  final  decision  by  the  authority  to  deny  an  application 
for  a  certificate  or  a  decision  by  the  authority  to  revoke  a  certificate.  A  revocation  of  a 
certificate  pursuant  to  50-4-609  does  not  become  final  until  the  time  for  appeal  has  expired.  If 
a  decision  to  revoke  a  certificate  is  appealed,  the  decision  is  stayed  pending  resolution  of  the 
appeal  by  the  courts. 

50-4-611.  Record  of  agreements  to  be  kept.  The  authority  shall  keep  a  copy  of 
cooperative  agreements  for  which  a  certificate  is  in  effect  pursuant  to  this  part.  A  party  to  a 
cooperative  agreement  who  terminates  the  agreement  shall  notify  the  authority  in  writing  of  the 
termination  within  30  days  after  the  termination. 

50-4-612.  Rulemaking.  The  authority  shall  adopt  rules  to  implement  this  part.  The  rules 
shall  include  rules: 

(1)  specifying  the  form  and  content  of  applications  for  a  certificate; 

(2)  specifying  necessary  details  for  reconsideration  of  denial  of  certificates,  revocations 
of  certificates,  hearings  required  or  authorized  by  this  part,  and  appeals;  and 

(3)  to  effect  the  active  supervision  by  the  authority  of  agreements  between  health  care 
facilities.  These  rules  may  include  reporting  requirements  for  parties  to  an  agreement  for  which 
a  certificate  is  in  effect. 
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MONTANA  CODES  ANNOTATED 

TITLE  50 

CHAPTER  1  (Excerpt) 

50-1-201.  (Temporary)  Administration  of  state  health  plan.  The  department  is  hereby 
established  as  the  sole  and  official  state  agency  to  administer  the  state  program  for 
comprehensive  health  planning  and  is  hereby  authorized  to  prepare  a  plan  for  comprehensive 
state  health  planning.  The  department  is  authorized  to  confer  and  cooperate  with  any  and  all 
other  persons,  organizations,  or  governmental  agencies  that  have  an  interest  in  public  health 
problems  and  needs.  The  department,  while  acting  in  this  capacity  as  the  sole  and  official  state 
agency  to  administer  and  supervise  the  administration  of  the  official  comprehensive  state  health 
plan,  is  designated  and  authorized  as  the  sole  and  official  state  agency  to  accept,  receive, 
expend,  and  administer  any  and  all  funds  which  are  now  available  or  which  may  be  donated, 
granted,  bequeathed,  or  appropriated  to  it  for  the  preparation  and  administration  and  the 
supervision  of  the  preparation  and  administration  of  the  comprehensive  state  health  plan. 

50-1-201.  (Effective  July  1,  1996)  Administration  of  state  health  plan.  The  Montana 
health  care  authority  created  in  50-4-201  is  the  state  agency  to  administer  the  state  program  for 
comprehensive  health  planning  and  shall  prepare  a  plan  for  comprehensive  state  health  planning. 
The  authority  may  confer  and  cooperate  with  other  persons,  organizations,  or  governmental 
agencies  that  have  an  interest  in  public  health  problems  and  needs.  The  authority,  while  acting 
in  this  capacity  as  the  state  agency  to  administer  and  supervise  the  administration  of  the  official 
comprehensive  state  health  plan,  is  designated  and  authorized  as  the  state  agency  to  accept, 
receive,  expend,  and  administer  funds  donated,  granted,  bequeathed,  or  appropriated  to  it  for 
the  preparation,  administration,  and  supervision  of  the  preparation  and  administration  of  the 
comprehensive  state  health  plan. 


MONTANA  CODES  ANNOTATED 

TITLE  33 

CHAPTER  22 

PART  18 

SMALL  EMPLOYER  HEALTH  INSURANCE 

AVAILABIUTY  ACT 


33-22-1801. (Effective  January  1, 1994)  Short  title.  This  part  may  be  cited  as  the  "Small 
Employer  Health  Insurance  Availability  Act". 

33-22-1802.  (Effective  January  1,  1994)  Purpose.  This  part  must  be  interpreted  and 
construed  to  effectuate  the  following  express  legislative  purposes: 

(a)  to  promote  the  availability  of  health  insurance  coverage  to  small  employers  regardless 
of  health  stams  or  claims  experience; 

(b)  to  prevent  abusive  rating  practices; 

(c)  to  require  disclosure  of  rating  practices  to  purchasers; 

(d)  to  establish  rules  regarding  renewability  of  coverage; 

(e)  to  establish  limitations  on  the  use  of  preexisting  condition  exclusions; 

(f)  to  provide  for  the  development  of  basic  and  standard  health  benefit  plans  to  be  offered 
to  all  small  employers; 

(g)  to  provide  for  the  establishment  of  a  reinsurance  program;  and 

(h)  to  improve  the  overall  fairness  and  efficiency  of  the  small  employer  health  insurance 
market. 

(2)  This  part  is  not  intended  to  provide  a  comprehensive  solution  to  the  problem  of 
affordability  of  health  care  or  health  insurance. 

33-22-1803.  (Effective  January  1,  1994)  Definitions.  As  used  in  this  part,  the  following 
definitions  apply: 

(1)  "Actuarial  certification"  means  a  written  statement  by  a  member  of  the  American 
academy  of  actuaries  or  other  individual  acceptable  to  the  commissioner  that  a  small  employer 
carrier  is  in  compliance  with  the  provisions  of  33-22-1809,  based  upon  the  person's  examination, 
including  a  review  of  the  appropriate  records  and  of  the  actuarial  assumptions  and  methods  used 
by  the  small  employer  carrier  in  establishing  premium  rates  for  applicable  health  benefit  plans. 

(2)  "Affiliate"  or  "affiliated"  means  any  entity  or  person  who  directly  or  indirectly, 
through  one  or  more  intermediaries,  controls,  is  controlled  by,  or  is  under  common  control  with 
a  specified  entity  or  person. 

(3)  "Assessable  carrier"  means  all  individual  carriers  of  disability  insurance  and  all 
carriers  of  group  disability  insurance,  excluding  the  state  group  benefits  plan  provided  for  in 
Title  2,  chapter  18,  part  8,  the  Montana  university  system  health  plan,  and  any  self-funded 
disability  insurance  plan  provided  by  a  political  subdivision  of  the  state. 
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(4)  "Base  premium  rate"  means,  for  each  class  of  business  as  to  a  rating  period,  the 
lowest  premium  rate  charged  or  that  could  have  been  charged  under  the  rating  system  for  that 
class  of  business  by  the  small  employer  carrier  to  small  employers  with  similar  case 
characteristics  for  health  benefit  plans  with  the  same  or  similar  coverage. 

(5)  "Basic  health  benefit  plan"  means  a  lower  cost  health  benefit  plan  developed  pursuant 
to  33-22-1812. 

(6)  "Board"  means  the  board  of  directors  of  the  program  established  pursuant  to 
33-22-1818. 

(7)  "Carrier"  means  any  person  who  provides  a  health  benefit  plan  in  this  state  subject 
to  state  insurance  regulation.  The  term  includes  but  is  not  limited  to  an  insurance  company,  a 
fraternal  benefit  society,  a  health  service  corporation,  a  health  maintenance  organization,  and, 
to  the  extent  permitted  by  the  Employee  Retirement  Income  Security  Act  of  1974,  a 
multiple-employer  welfare  arrangement.  For  purposes  of  this  part,  companies  that  are  affiliated 
companies  or  that  are  eligible  to  file  a  consolidated  tax  return  must  be  treated  as  one  carrier, 
except  that  the  following  may  be  considered  as  separate  carriers: 

(a)  an  insurance  company  or  health  service  corporation  that  is  an  affiliate  of  a  health 
maintenance  organization  located  in  this  state; 

(b)  a  health  maintenance  organization  located  in  this  state  that  is  an  affiliate  of  an 
insurance  company  or  health  service  corporation;  or 

(c)  a  health  maintenance  organization  that  operates  only  one  health  maintenance 
organization  in  an  established  geographic  service  area  of  this  state. 

(8)  "Case  characteristics"  means  demographic  or  other  objective  characteristics  of  a  small 
employer  that  are  considered  by  the  small  employer  carrier  in  the  determination  of  premium 
rates  for  the  small  employer,  provided  that  claims  experience,  health  status,  and  duration  of 
coverage  are  not  case  characteristics  for  purposes  of  this  part. 

(9)  "Class  of  business"  means  all  or  a  separate  grouping  of  small  employers  established 
pursuant  to  33-22-1808. 

(10)  "Committee"  means  the  health  benefit  plan  committee  created  pursuant  to 
33-22-1812. 

(11)  "Dependent"  means: 

(a)  a  spouse  or  an  unmarried  child  under  19  years  of  age; 

(b)  an  unmarried  child,  under  23  years  of  age,  who  is  a  full-time  student  and  who  is 
financially  dependent  on  the  insured; 

(c)  a  child  of  any  age  who  is  disabled  and  dependent  upon  the  parent  as  provided  in 
33-22-506  and  33-30-1003;  or 

(d)  any  other  individual  defined  to  be  a  dependent  in  the  health  benefit  plan  covering  the 
employee. 

(12)  "Eligible  employee"  means  an  employee  who  works  on  a  full-time  basis  and  who 
has  a  normal  workweek  of  30  hours  or  more.  The  term  includes  a  sole  proprietor,  a  partner  of 
a  partnership,  and  an  independent  contractor  if  the  sole  proprietor,  partner,  or  independent 
contractor  is  included  as  an  employee  under  a  health  benefit  plan  of  a  small  employer.  The  term 
does  not  include  an  employee  who  works  on  a  part-time,  temporary,  or  substitute  basis. 

(13)  "Established  geographic  service  area"  means  a  geographic  area,  as  approved  by  the 
commissioner  and  based  on  the  carrier's  certificate  of  authority  to  transact  insurance  in  this 


state,  within  which  the  carrier  is  authorized  to  provide  coverage. 

(14)  "Health  benefit  plan"  means  any  hospital  or  medical  policy  or  certificate  providing 
for  physical  and  mental  health  care  issued  by  an  insurance  company,  a  fraternal  benefit  society, 
or  a  health  service  corporation  or  issued  under  a  health  maintenance  organization  subscriber 
contract.  Health  benefit  plan  does  not  include: 

(a)  accident-only,  credit,  dental,  vision,  specified  disease,  medicare  supplement, 
long-term  care,  or  disability  income  insurance; 

(b)  coverage  issued  as  a  supplement  to  liability  insurance,  workers'  compensation 
insurance,  or  similar  insurance;  or 

(c)  automobile  medical  payment  insurance. 

(15)  "Index  rate"  means,  for  each  class  of  business  for  a  rating  period  for  small 
employers  with  similar  case  characteristics,  the  average  of  the  applicable  base  premium  rate  and 
the  corresponding  highest  premium  rate. 

(16)  "Late  enrollee"  means  an  eligible  employee  or  dependent  who  requests  enrollment 
in  a  health  benefit  plan  of  a  small  employer  following  the  initial  enrollment  period  during  which 
the  individual  was  entitled  to  enroll  under  the  terms  of  the  health  benefit  plan,  provided  that  the 
initial  enrollment  period  was  a  period  of  at  least  30  days.  However,  an  eligible  employee  or 
dependent  may  not  be  considered  a  late  enrollee  if: 

(a)  the  individual  meets  each  of  the  following  conditions: 

(i)  the  individual  was  covered  under  qualifying  previous  coverage  at  the  time  of  the  initial 
enrollment; 

(ii)  the  individual  lost  coverage  under  qualifying  previous  coverage  as  a  result  of 
termination  of  employment  or  eligibility,  the  involuntary  termination  of  the  qualifying  previous 
coverage,  the  death  of  a  spouse,  or  divorce;  and 

(iii)  the  individual  requests  enrollment  within  30  days  after  termination  of  the  qualifying 
previous  coverage; 

(b)  the  individual  is  employed  by  an  employer  that  offers  multiple  health  benefit  plans 
and  the  individual  elects  a  different  plan  during  an  open  enrollment  period;  or 

(c)  a  court  has  ordered  that  coverage  be  provided  for  a  spouse,  minor,  or  dependent  child 
under  a  covered  employee's  health  benefit  plan  and  a  request  for  enrolhnent  is  made  within  30 
days  after  issuance  of  the  court  order. 

(17)  "New  business  premium  rate"  means,  for  each  class  of  business  for  a  rating  period, 
the  lowest  premium  rate  charged  or  offered  or  that  could  have  been  charged  or  offered  by  the 
small  employer  carrier  to  small  employers  with  similar  case  characteristics  for  newly  issued 
health  benefit  plans  with  the  same  or  similar  coverage. 

(18)  "Plan  of  operation"  means  the  operation  of  the  program  established  pursuant  to 
33-22-1818. 

(19)  "Premium"  means  all  money  paid  by  a  small  employer  and  eligible  employees  as 
a  condition  of  receiving  coverage  from  a  small  employer  carrier,  including  any  fees  or  other 
contributions  associated  with  the  health  benefit  plan. 

(20)  "Program"  means  the  Montana  small  employer  health  reinsurance  program  created 
by  33-22-1818. 

(21)  "Qualifying  previous  coverage"  means  benefits  or  coverage  provided  under: 
(a)  medicare  or  medicaid; 


(b)  an  employer-based  health  insurance  or  health  benefit  arrangement  that  provides 
benefits  sunilar  to  or  exceeding  benefits  provided  under  the  basic  health  benefit  plan;  or 

(c)  an  individual  health  insurance  policy,  including  coverage  issued  by  an  insurance 
company,  a  fraternal  benefit  society,  a  health  service  corporation,  or  a  health  maintenance 
organization  that  provides  benefits  similar  to  or  exceeding  the  benefits  provided  under  the  basic 
health  benefit  plan,  provided  that  the  policy  has  been  in  effect  for  a  period  of  at  least  1  year. 

(22)  "Rating  period"  means  the  calendar  period  for  which  premium  rates  established  by 
a  small  employer  carrier  are  assumed  to  be  in  effect. 

(23)  "Reinsuring  carrier"  means  a  small  employer  carrier  participating  in  the  reinsurance 
program  pursuant  to  33-22-1819. 

(24)  "Restricted  network  provision"  means  a  provision  of  a  health  benefit  plan  that 
conditions  the  payment  of  benefits,  in  whole  or  in  part,  on  the  use  of  health  care  providers  that 
have  entered  into  a  contractual  arrangement  with  the  carrier  pursuant  to  Title  33,  chapter  22, 
part  17,  or  Title  33,  chapter  31,  to  provide  health  care  services  to  covered  individuals. 

(25)  "Small  employer"  means  a  person,  firm,  corporation,  partnership,  or  association  that 
is  actively  engaged  in  business  and  that,  on  at  least  50%  of  its  working  days  during  the 
preceding  calendar  quarter,  employed  at  least  3  but  not  more  than  25  eligible  employees,  the 
majority  of  whom  were  employed  within  this  state  or  were  residents  of  this  state.  In  determining 
the  number  of  eligible  employees,  companies  are  considered  one  employer  if  they: 

(a)  are  affiliated  companies; 

(b)  are  eligible  to  file  a  combined  tax  return  for  purposes  of  state  taxation;  or 

(c)  are  members  of  an  association  that: 

(i)  has  been  in  existence  for  1  year  prior  to  January  1,  1994; 
(ii)  provides  a  health  benefit  plan  to  employees  of  its  members  as  a  group;  and 
(iii)  does  not  deny  coverage  to  any  member  of  its  association  or  any  employee  of  its 
members  who  applies  for  coverage  as  part  of  a  group. 

(26)  "Small  employer  carrier"  means  a  carrier  that  offers  health  benefit  plans  that  cover 
eligible  employees  of  one  or  more  small  employers  in  this  state. 

(27)  "Standard  health  benefit  plan"  means  a  health  benefit  plan  developed  pursuant  to 
33-22-1812. 

33-22-1804.  (Effective  January  1,  1994)  Applicability  and  scope.  This  part  applies  to 
a  health  benefit  plan  marketed  through  a  small  employer  that  provides  coverage  to  the  employees 
of  a  small  employer  in  this  state  if  any  of  the  following  conditions  are  met: 

(1)  a  portion  of  the  premium  or  benefits  is  paid  by  or  on  behalf  of  the  small  employer; 

(2)  an  eligible  employee  or  dependent  is  reimbursed,  whether  through  wage  adjustments 
or  otherwise,  by  or  on  behalf  of  the  small  employer  for  any  portion  of  the  premium;  or 

(3)  the  health  benefit  plan  is  treated  by  the  employer  or  any  of  the  eligible  employees  or 
dependents  as  part  of  a  plan  or  program  for  the  purposes  of  section  106,  125,  or  162  of  the 
Internal  Revenue  Code. 


33-22-1808.  (Effective  January  1,  1994)  Establishment  of  classes  of  business.  (1)  A 

small  employer  carrier  may  establish  a  separate  class  of  business  only  to  reflect  substantial 
differences  in  expected  claims  experience  or  administrative  costs  that  are  related  to  the  following 
reasons: 

(a)  The  small  employer  carrier  uses  more  than  one  type  of  system  for  the  marketing  and 
sale  of  health  benefit  plans  to  small  employers. 

(b)  The  small  employer  carrier  has  acquired  a  class  of  business  from  another  small 
employer  carrier. 

(c)  The  small  employer  carrier  provides  coverage  to  one  or  more  association  groups  that 
meet  the  requirements  of  33-22-501(2). 

(2)  A  small  employer  carrier  may  establish  up  to  nine  separate  classes  of  business  under 
subsection  (1). 

(3)  The  conmiissioner  shall  adopt  rules  to  provide  for  a  period  of  transition  in  order  for 
a  small  employer  carrier  to  come  into  compliance  with  subsection  (2)  in  the  case  of  acquisition 
of  an  additional  class  of  business  from  another  small  employer  carrier. 

(4)  The  commissioner  may  approve  the  establishment  of  additional  classes  of  business 
upon  application  to  the  commissioner  and  a  finding  by  the  commissioner  that  the  action  would 
enhance  the  fairness  and  efficiency  of  the  small  employer  health  insurance  market. 

33-22-1809.  (Effective  January  1,  1994)  Restrictions  relating  to  premium  rates.(l) 
Premium  rates  for  health  benefit  plans  under  this  part  are  subject  to  the  following  provisions: 

(a)  The  index  rate  for  a  rating  period  for  any  class  of  business  may  not  exceed  the  index 
rate  for  any  other  class  of  business  by  more  than  20%. 

(b)  For  each  class  of  business: 

(i)  the  premium  rates  charged  during  a  rating  period  to  small  employers  with  similar  case 
characteristics  for  the  same  or  similar  coverage  or  the  rates  that  could  be  charged  to  the 
employer  under  the  rating  system  for  that  class  of  business  may  not  vary  from  the  index  rate  by 
more  than  25%  of  the  index  rate;  or 

(ii)  if  the  Montana  health  care  authority  established  by  50-4-201  certifies  to  the 
commissioner  that  the  cost  containment  goal  set  forth  in  50-4-303  is  met  on  or  before  January 
1,  1999,  the  premium  rates  charged  during  a  rating  period  to  small  employers  with  similar  case 
characteristics  for  the  same  or  similar  coverage  may  not  vary  from  the  index  by  more  than  20% 
of  the  index  rate. 

(c)  The  percentage  increase  in  the  premium  rate  charged  to  a  small  employer  for  a  new 
rating  period  may  not  exceed  the  sum  of  the  following: 

(i)  the  percentage  change  in  the  new  business  premium  rate  measured  from  the  first  day 
of  the  prior  rating  period  to  the  first  day  of  the  new  rating  period;  in  the  case  of  a  health  benefit 
plan  into  which  the  small  employer  carrier  is  no  longer  enrolling  new  small  employers,  the  small 
employer  carrier  shall  use  the  percentage  change  in  the  base  premium  rate,  provided  that  the 
change  does  not  exceed,  on  a  percentage  basis,  the  change  in  the  new  business  premium  rate  for 
the  most  similar  health  benefit  plan  into  which  the  small  employer  carrier  is  actively  enrolling 
new  small  employers; 

(ii)  any  adjustment,  not  to  exceed  15%  annually  and  adjusted  pro  rata  for  rating  periods 
of  less  than  1  year,  because  of  the  claims  experience,  health  status,  or  duration  of  coverage  of 


the    employees  or  dependents  of  the  small  employer,  as  determined  from  the  small  employer 
carrier's  rate  manual  for  the  class  of  business;  and 

(iii)  any  adjustment  because  of  a  change  in  coverage  or  a  change  in  the  case 
characteristics  of  the  small  employer,  as  determined  from  the  small  employer  carrier's  rate 
manual  for  the  class  of  business. 

(d)  Adjustments  in  rates  for  claims  experience,  health  status,  and  duration  of  coverage 
may  not  be  charged  to  individual  employees  or  dependents.  Any  adjustment  must  be  applied 
uniformly  to  the  rates  charged  for  all  employees  and  dependents  of  the  small  employer. 

(e)  If  a  small  employer  carrier  uses  industry  as  a  case  characteristic  in  establishing 
premium  rates,  the  rate  factor  associated  with  any  industry  classification  may  not  vary  from  the 
average  of  the  rate  factors  associated  with  all  industry  classifications  by  more  than  15%  of  that 
coverage. 

(f)  In  the  case  of  health  benefit  plans  delivered  or  issued  for  delivery  prior  to  January  1 , 
1994,  a  premium  rate  for  a  rating  period  may  exceed  the  ranges  set  forth  in  subsections  (l)(a) 
and  (l)(b)  until  January  1,  1997.  In  that  case,  the  percentage  increase  in  the  premium  rate 
charged  to  a  small  employer  for  a  new  rating  period  may  not  exceed  the  sum  of  the  following: 

(i)  the  percentage  change  in  the  new  business  premium  rate  measured  from  the  first  day 
of  the  prior  rating  period  to  the  first  day  of  the  new  rating  period;  in  the  case  of  a  health  benefit 
plan  into  which  the  small  employer  carrier  is  no  longer  enrolling  new  small  employers,  the  small 
employer  carrier  shall  use  the  percentage  change  in  the  base  premium  rate,  provided  that  the 
change  does  not  exceed,  on  a  percentage  basis,  the  change  in  the  new  business  premium  rate  for 
the  most  similar  health  benefit  plan  into  which  the  small  employer  carrier  is  actively  enrolling 
new  small  employers;  and 

(ii)  any  adjustment  because  of  a  change  in  coverage  or  a  change  in  the  case  characteristics 
of  the  small  employer,  as  determined  from  the  small  employer  carrier's  rate  manual  for  the  class 
of  business. 

(g)  A  small  employer  carrier  shall: 

(i)  apply  rating  factors,  including  case  characteristics,  consistently  with  respect  to  all 
small  employers  in  a  class  of  business.  Rating  factors  must  produce  premiums  for  identical 
groups  that  differ  only  by  the  amounts  attributable  to  plan  design  and  that  do  not  reflect 
differences  because  of  the  nature  of  the  groups. 

(ii)  treat  all  health  benefit  plans  issued  or  renewed  in  the  same  calendar  month  as  having 
the  same  rating  period. 

(h)  For  the  purposes  of  this  subsection  (1),  a  health  benefit  plan  that  includes  a  restricted 
network  provision  may  not  be  considered  similar  coverage  to  a  health  benefit  plan  that  does  not 
include  a  restricted  network  provision. 

(i)  The  conmiissioner  shall  adopt  rules  to  implement  the  provisions  of  this  section  and 
to  ensure  that  rating  practices  used  by  small  employer  carriers  are  consistent  with  the  purposes 
of  this  part,  including  rules  that  ensure  that  differences  in  rates  charged  for  health  benefit  plans 
by  small  employer  carriers  are  reasonable  and  reflect  objective  differences  in  plan  design,  not 
including  differences  because  of  the  nature  of  the  groups. 

(2)  A  small  employer  carrier  may  not  transfer  a  small  employer  involuntarily  into  or  out 
of  a  class  of  business.  A  small  employer  carrier  may  not  offer  to  transfer  a  small  employer  into 
or  out  of  a  class  of  business  unless  the  offer  is  made  to  transfer  all  small  employers  in  the  class 


of  business  without  regard  to  case  characteristics,  claims  experience,  health  status,  or  duration 
of  coverage  since  the  insurance  was  issued. 

(3)  The  commissioner  may  suspend  for  a  specified  period  the  application  of  subsection 
(l)(a)  for  the  premium  rates  applicable  to  one  or  more  small  employers  included  within 

a  class  of  business  of  a  small  employer  carrier  for  one  or  more  rating  periods  upon  a  filing  by 
the  small  employer  carrier  and  a  finding  by  the  commissioner  either  that  the  suspension  is 
reasonable  in  light  of  the  financial  condition  of  the  small  employer  carrier  or  that  the  suspension 
would  enhance  the  fairness  and  efficiency  of  the  small  employer  health  insurance  market. 

(4)  In  connection  with  the  offering  for  sale  of  any  health  benefit  plan  to  a  small 
employer,  a  small  employer  carrier  shall  make  a  reasonable  disclosure,  as  part  of  its  solicitation 
and  sales  materials,  of  each  of  the  following: 

(a)  the  extent  to  which  premium  rates  for  a  specified  small  employer  are  established  or 
adjusted  based  upon  the  actual  or  expected  variation  in  claims  costs  or  upon  the  actual  or 
expected  variation  in  health  status  of  the  employees  of  small  employers  and  the  employees' 
dependents; 

(b)  the  provisions  of  the  health  benefit  plan  concerning  the  small  employer  carrier's  right 
to  change  premium  rates  and  the  factors,  other  than  claims  experience,  that  affect  changes  in 
premium  rates; 

(c)  the  provisions  relating  to  renewability  of  policies  and  contracts;  and 

(d)  the  provisions  relating  to  any  preexisting  condition. 

(5)(a)  Each  small  employer  carrier  shall  maintain  at  its  principal  place  of  business  a 
complete  and  detailed  description  of  its  rating  practices  and  renewal  underwriting  practices, 
including  information  and  documentation  that  demonstrate  that  its  rating  methods  and  practices 
are  based  upon  commonly  accepted  actuarial  assumptions  and  are  in  accordance  with  sound 
actuarial  principles. 

(b)  Each  small  employer  carrier  shall  file  with  the  conmiissioner  annually,  on  or  before 
March  15,  an  actuarial  certification  certifying  that  the  carrier  is  in  compliance  with  this  part  and 
that  the  rating  methods  of  the  small  employer  carrier  are  actuarially  sound.  The  actuarial 
certification  must  be  in  a  form  and  maimer  and  must  contain  information  as  specified  by  the 
commissioner.  A  copy  of  the  actuarial  certification  must  be  retained  by  the  small  employer 
carrier  at  its  principal  place  of  business. 

(c)  A  small  employer  carrier  shall  make  the  information  and  documentation  described  in 
subsection  (5)(a)  available  to  the  commissioner  upon  request.  Except  in  cases  of  violations  of 
the  provisions  of  this  part  and  except  as  agreed  to  by  the  small  employer  carrier  or  as  ordered 
by  a  court  of  competent  jurisdiction,  the  information  must  be  considered  proprietary  and  trade 
secret  information  and  is  not  subject  to  disclosure  by  the  commissioner  to  persons  outside  of  the 
department. 

33-22-1810.  (Effective  January  1, 1994)  Renewability  of  coverage.(l)  A  health  benefit 
plan  subject  to  the  provisions  of  this  part  is  renewable  with  respect  to  all  eligible  employees  or 
their  dependents,  at  the  option  of  the  small  employer,  except  in  any  of  the  following  cases: 

(a)  nonpayment  of  the  required  premium; 

(b)  fraud  or  misrepresentation  of  the  small  employer  or  with  respect  to  coverage  of 
individual  insureds  or  their  representatives; 


(c)  noncompliance  with  the  carrier's  minimum  participation  requirements; 

(d)  noncompliance  with  the  carrier's  employer  contribution  requirements; 

(e)  repeated  misuse  of  a  restricted  network  provision; 

(f)  election  by  the  small  employer  carrier  to  not  renew  all  of  its  health  benefit  plans 
delivered  or  issued  for  delivery  to  small  employers  in  this  state,  in  which  case  the  small 
employer  carrier  shall: 

(i)  provide  advance  notice  of  this  decision  under  this  subsection  (l)(f)  to  the 
commissioner  in  each  state  in  which  it  is  licensed;  and 

(ii)  at  least  180  days  prior  to  the  nonrenewal  of  any  health  benefit  plans  by  the  carrier, 
provide  notice  of  the  decision  not  to  renew  coverage  to  all  affected  small  employers  and  to  the 
commissioner  in  each  state  in  which  an  affected  insured  individual  is  known  to  reside.  Notice 
to  the  commissioner  under  this  subsection  (l)(f)  must  be  provided  at  least  3  working  days  prior 
to  the  notice  to  the  affected  small  employers. 

(g)  the  commissioner  finds  that  the  continuation  of  the  coverage  would: 

(i)  not  be  in  the  best  interests  of  the  policyholders  or  certificate  holders;  or 
(ii)  impair  the  carrier's  ability  to  meet  its  contractual  obligations. 

(2)  If  the  commissioner  makes  a  fmding  under  subsection  (l)(g),  the  commissioner  shall 
assist  affected  small  employers  in  finding  replacement  coverage. 

(3)  A  small  employer  carrier  that  elects  not  to  renew  a  health  benefit  plan  under 
subsection  (l)(f)  is  prohibited  from  writing  new  business  in  the  small  employer  market  in  this 
state  for  a  period  of  5  years  from  the  date  of  notice  to  the  commissioner. 

(4)  In  the  case  of  a  small  employer  carrier  doing  business  in  one  established  geographic 
service  area  of  the  state,  the  rules  set  forth  in  this  section  apply  only  to  the  carrier's  operations 
in  that  service  area. 

33-22-1811.  Availability  of  coverage  ~  required  plans. (l)(a)  As  a  condition  of 
transacting  business  in  this  state  with  small  employers,  each  small  employer  carrier  shall  offer 
to  small  employers  at  least  two  health  benefit  plans.  One  plan  must  be  a  basic  health  benefit 
plan,  and  one  plan  must  be  a  standard  health  benefit  plan. 

(b)(i)  A  small  employer  carrier  shall  issue  a  basic  health  benefit  plan  or  a  standard  health 
benefit  plan  to  any  eligible  small  employer  that  applies  for  either  plan  and  agrees  to  make  the 
required  premium  payments  and  to  satisfy  the  other  reasonable  provisions  of  the  health  benefit 
plan  not  inconsistent  with  this  part. 

(ii)  In  the  case  of  a  small  employer  carrier  that  establishes  more  than  one  class  of 
business  pursuant  to  33-22-1808,  the  small  employer  carrier  shall  maintain  and  offer  to  eligible 
small  employers  at  least  one  basic  health  benefit  plan  and  at  least  one  standard  health  benefit 
plan  in  each  established  class  of  business.  A  small  employer  carrier  may  apply  reasonable 
criteria  in  determining  whether  to  accept  a  small  employer  into  a  class  of  business,  provided 
that: 

(A)  the  criteria  are  not  intended  to  discourage  or  prevent  acceptance  of  small  employers 
applying  for  a  basic  or  standard  health  benefit  plan; 

(B)  the  criteria  are  not  related  to  the  health  status  or  claims  experience  of  the  small 
employers'  employees; 

(C)  the  criteria  are  applied  consistently  to  all  small  employers  that  apply  for  coverage  in 
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that  class  of  business;  and 

(D)  the  small  employer  carrier  provides  for  the  acceptance  of  all  eligible  small  employers 
into  one  or  more  classes  of  business. 

(iii)  The  provisions  of  subsection  (l)(b)(ii)  may  not  be  applied  to  a  class  of  business  into 
which  the  small  employer  carrier  is  no  longer  enrolling  new  small  businesses. 

(c)  The  provisions  of  this  section  are  effective  180  days  after  the  commissioner's  approval 
of  the  basic  health  benefit  plan  and  the  standard  health  benefit  plan  developed  pursuant  to 
33-22-1812,  provided  that  if  the  program  created  pursuant  to  33-22-1818  is  not  yet  operative  on 
that  date,  the  provisions  of  this  section  are  effective  on  the  date  that  the  program  begins 
operation. 

(2)(a)  A  small  employer  carrier  shall,  pursuant  to  33-1-501,  file  the  basic  health  benefit 
plans  and  the  standard  health  benefit  plans  to  be  used  by  the  small  employer  carrier. 

(b)  The  commissioner  may  at  any  time,  after  providing  notice  and  an  opportunity  for  a 
hearing  to  the  small  employer  carrier,  disapprove  the  continued  use  by  a  small  employer  carrier 
of  a  basic  or  standard  health  benefit  plan  on  the  grounds  "that  the  plan  does  not  meet  the 
requirements  of  this  part. 

(3)  Health  benefit  plans  covering  small  employers  must  comply  with  the  following 
provisions: 

(a)  A  health  benefit  plan  may  not,  because  of  a  preexisting  condition,  deny,  exclude,  or 
limit  benefits  for  a  covered  individual  for  losses  incurred  more  than  12  months  following  the 
effective  date  of  the  individual's  coverage.  A  health  benefit  plan  may  not  define  a  preexisting 
condition  more  restrictively  than  33-22-110,  except  that  the  condition  may  be  excluded  for  a 
maximum  of  12  months. 

(b)  A  health  benefit  plan  must  waive  any  time  period  applicable  to  a  preexisting  condition 
exclusion  or  limitation  period  with  respect  to  particular  services  for  the  period  of  time  an 
individual  was  previously  covered  by  qualifying  previous  coverage  that  provided  benefits  with 
respect  to  those  services  if  the  qualifying  previous  coverage  was  continuous  to  a  date  not  less 
than  30  days  prior  to  the  submission  of  an  application  for  new  coverage.  This  subsection  (3)(b) 
does  not  preclude  application  of  any  waiting  period  applicable  to  all  new  enrollees  under  the 
health  benefit  plan. 

(c)  A  health  benefit  plan  may  exclude  coverage  for  late  enrollees  for  18  months  or  for 
an  18-month  preexisting  condition  exclusion,  provided  that  if  both  a  period  of  exclusion  from 
coverage  and  a  preexisting  condition  exclusion  are  applicable  to  a  late  enrollee,  the  combined 
period  may  not  exceed  18  months  from  the  date  the  individual  enrolls  for  coverage  under  the 
health  benefit  plan. 

(d)(i)  Requirements  used  by  a  small  employer  carrier  in  determining  whether  to  provide 
coverage  to  a  small  employer,  including  requirements  for  minimum  participation  of  eligible 
employees  and  minimum  employer  contributions,  must  be  applied  uniformly  among  all  small 
employers  that  have  the  same  number  of  eligible  employees  and  that  apply  for  coverage  or 
receive  coverage  from  the  small  employer  carrier. 

(ii)  A  small  employer  carrier  may  vary  the  application  of  minimum  participation 
requirements  and  minimum  employer  contribution  requirements  only  by  the  size  of  the  small 
employer  group. 

(e)(i)  If  a  small  employer  carrier  offers  coverage  to  a  small  employer,  the  small  employer 


carrier  shall  offer  coverage  to  all  of  the  eligible  employees  of  a  small  employer  and  their 
dependents.  A  small  employer  carrier  may  not  offer  coverage  only  to  certain  individuals  in  a 
small  employer  group  or  only  to  part  of  the  group,  except  in  the  case  of  late  enroUees  as 
provided  in  subsection  (3)(c). 

(ii)  A  small  employer  carrier  may  not  modify  a  basic  or  standard  health  benefit  plan  with 
respect  to  a  small  employer  or  any  eligible  employee  or  dependent,  through  riders, 
endorsements,  or  otherwise,  to  restrict  or  exclude  coverage  for  certain  diseases  or  medical 
conditions  otherwise  covered  by  the  health  benefit  plan. 

(4)(a)  A  small  employer  carrier  may  not  be  required  to  offer  coverage  or  accept 
applications  pursuant  to  subsection  (1)  in  the  case  of  the  following: 

(i)  to  a  small  employer  when  the  small  employer  is  not  physically  located  in  the  carrier's 
established  geographic  service  area; 

(ii)  to  an  employee  when  the  employee  does  not  work  or  reside  within  the  carrier's 
established  geographic  service  area;  or 

(iii)  within  an  area  where  the  small  employer  carrier  reasonably  anticipates  and 
demonstrates  to  the  satisfaction  of  the  commissioner  that  it  will  not  have  the  capacity  within  its 
established  geographic  service  area  to  deliver  service  adequately  to  the  members  of  a  group 
because  of  its  obligations  to  existing  group  policyholders  and  enrollees. 

(b)  A  small  employer  carrier  may  not  be  required  to  provide  coverage  to  small  employers 
pursuant  to  subsection  (1)  for  any  period  of  time  for  which  the  commissioner  determines  that 
requiring  the  acceptance  of  small  employers  in  accordance  with  the  provisions  of  subsection  (1) 
would  place  the  small  employer  carrier  in  a  financially  impaired  condition. 

33-22-1812.  Health  benefit  plan  committee  ~  recommendations.  (1)  The  commissioner 
shall  appoint  a  health  benefit  plan  committee.  The  committee  is  composed  of  the  following 
members: 

(a)  one  health  care  provider; 

(b)  one  representative  of  the  health  insurance  industry; 

(c)  one  employee  of  a  small  employer; 

(d)  one  member  of  a  labor  union;  and 

(e)  one  representative  of  the  general  public  who  may  not  represent  the  persons  or  groups 
listed  in  subsections  (l)(a)  through  (l)(d). 

(2)  The  committee  shall,  after  holding  a  public  hearing,  recommend  the  form  and  level 
of  coverages  to  be  made  by  small  employer  carriers  pursuant  to  33-22-1811. 

(3)(a)  The  committee  shall  recommend  benefit  levels,  cost-sharing  levels,  exclusions,  and 
limitations  for  the  basic  health  benefit  plan  and  the  standard  health  benefit  plan.  The  committee 
shall  design  a  basic  health  benefit  plan  and  a  standard  health  benefit  plan  that  contain  benefit  and 
cost-sharing  levels  that  are  consistent  with  the  basic  method  of  operation  and  the  benefit  plans 
of  health  maintenance  organizations,  including  any  restrictions  imposed  by  federal  law. 

(b)  The  plans  recommended  by  the  committee  must  include  cost  containment  features, 
such  as: 

(i)  utilization  review  of  health  care  services,  including  review  of  the  medical  necessity 
of  hospital  and  physician  services; 

(ii)  case  management; 
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(iii)  selective  contracting  with  hospitals,  physicians,  and  other  health  care  providers; 

(iv)  reasonable  benefit  differentials  applicable  to  providers  that  participate  or  do  not 
participate  in  arrangements  using  restricted  network  provisions;  and 

(v)  other  managed  care  provisions. 

(c)  The  committee  shall  submit  the  health  benefit  plans  described  in  subsections  (3)(a) 
and  (3)(b)  to  the  commissioner  within  180  days  after  the  appointment  of  the  committee.  The 
commissioner  shall  adopt  as  a  rule  pursuant  to  Title  2,  chapter  4,  part  3,  the  health  benefit  plans 
required  by  33-22-1811(1)  to  be  offered  in  this  state. 

33-22-1813.  (Effective  January  1,  1994)  Standards  to  ensure  fair  marketing.(l)  Each 
small  employer  carrier  shall  actively  market  health  benefit  plan  coverage,  including  the  basic  and 
standard  health  benefit  plans,  to  eligible  small  employers  in  the  state.  If  a  small  employer  carrier 
denies  coverage  other  than  the  basic  or  standard  health  benefit  plans  to  a  small  employer  on  the 
basis  of  claims  experience  of  the  small  employer  or  the  health  status  or  claims  experience  of  its 
employees  or  dependents,  the  small  employer  carrier  shall  offer  the  small  employer  the 
opportunity  to  purchase  a  basic  health  benefit  plan  or  a  standard  health  benefit  plan. 

(2)(a)  Except  as  provided  in  subsection  (2)(b),  a  small  employer  carrier  or  producer  may 
not  directly  or  indirectly  engage  in  the  following  activities: 

(i)  encouraging  or  directing  small  employers  to  refrain  from  filing  an  application  for 
coverage  with  the  small  employer  carrier  because  of  the  health  status  of  the  employer's 
employees  or  the  claims  experience,  industry,  occupation,  or  geographic  location  of  the  small 
employer; 

(ii)  encouraging  or  directing  small  employers  to  seek  coverage  from  another  carrier 
because  of  the  health  status  of  the  employer's  employees  or  the  claims  experience,  industry, 
occupation,  or  geographic  location  of  the  small  employer. 

(b)  The  provisions  of  subsection  (2)(a)  do  not  apply  with  respect  to  information  provided 
by  a  small  employer  carrier  or  producer  to  a  small  employer  regarding  the  established 
geographic  service  area  or  a  restricted  network  provision  of  a  small  employer  carrier. 

(3)(a)  Except  as  provided  in  subsection  (3)(b),  a  small  employer  carrier  may  not,  directly 
or  indirectly,  enter  into  any  contract,  agreement,  or  arrangement  with  a  producer  that  provides 
for  or  results  in  the  compensation  paid  to  a  producer  for  the  sale  of  a  health  benefit  plan  to  be 
varied  because  of  the  health  status  of  the  employer's  employees  or  the  claims  experience, 
industry,  occupation,  or  geographic  location  of  the  small  employer. 

(b)  Subsection  (3)(a)  does  not  apply  with  respect  to  a  compensation  arrangement  that 
provides  compensation  to  a  producer  on  the  basis  of  the  percentage  of  a  premium,  provided  that 
the  percentage  may  not  vary  because  of  the  health  status  of  the  employer's  employees  or  the 
claims  experience,  industry,  occupation,  or  geographic  area  of  the  small  employer. 

(4)  A  small  employer  carrier  shall  provide  reasonable  compensation,  as  provided  under 
the  plan  of  operation  of  the  program,  to  a  producer,  if  any,  for  the  sale  of  a  basic  or  standard 
health  benefit  plan. 

(5)  A  small  employer  carrier  may  not  terminate,  fail  to  renew,  or  limit  its  contract  or 
agreement  of  representation  with  a  producer  for  any  reason  related  to  the  health  stams  of  the 
employer's  employees  or  the  claims  experience,  industry,  occupation,  or  geographic  location  of 
the  small  employers  placed  by  the  producer  with  the  small  employer  carrier. 
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(6)  A  small  employer  carrier  or  producer  may  not  induce  or  otherwise  encourage  a  small 
employer  to  separate  or  otherwise  exclude  an  employee  from  health  coverage  or  benefits 
provided  in  connection  with  the  employee's  employment. 

(7)  Denial  by  a  small  employer  carrier  of  an  application  for  coverage  from  a  small 
employer  must  be  in  writing  and  must  state  the  reason  or  reasons  for  the  denial. 

(8)  The  commissioner  may  adopt  rules  setting  forth  additional  standards  to  provide  for 
the  fair  marketing  and  broad  availability  of  health  benefit  plans  to  small  employers  in  this  state. 

(9)(a)  A  violation  of  this  section  by  a  small  employer  carrier  or  a  producer  is  an  unfair 
trade  practice  under  33-18-102. 

(b)  If  a  small  employer  carrier  enters  into  a  contract,  agreement,  or  other  arrangement 
with  an  administrator  who  holds  a  certificate  of  registration  pursuant  to  33-17-603  to  provide 
administrative,  marketing,  or  other  services  related  to  the  offering  of  health  benefit  plans  to 
small  employers  in  this  state,  the  administrator  is  subject  to  this  section  as  if  the  administrator 
were  a  small  employer  carrier. 

33-22-1814.  (Effective  January  1,  1994)  Restoration  of  terminated  coverage.  The 

commissioner  may  promulgate  rules  to  require  small  employer  carriers,  as  a  condition  of 
transacting  business  with  small  employers  in  this  state  after  January  1,  1994,  to  reissue  a  health 
benefit  plan  to  any  small  employer  whose  health  benefit  plan  has  been  terminated  or  not  renewed 
by  the  carrier  after  July  1,  1993.  The  commissioner  may  prescribe  the  terms  for  the  reissuance 
of  coverage  that  the  commissioner  fmds  are  reasonable  and  necessary  to  provide  continuity  of 
coverage  to  small  employers. 

33-22-1818.  Small  employer  carrier  reinsurance  program  ~  board  membership.(l) 

There  is  a  nonprofit  entity  to  be  known  as  the  Montana  small  employer  health  reinsurance 
program. 

(2)(a)  The  program  must  operate  subject  to  the  supervision  and  control  of  the  board.  The 
board  consists  of  nine  members  appointed  by  the  conmiissioner  plus  the  commissioner  or  the 
commissioner's  designated  representative,  who  shall  serve  as  an  ex  officio  member  of  the  board. 

(b)(i)  In  selecting  the  members  of  the  board,  the  commissioner  shall  include 
representatives  of  small  employers,  small  employer  carriers,  and  other  qualified  individuals,  as 
determined  by  the  commissioner.  At  least  six  of  the  members  of  the  board  must  be 
representatives  of  small  employer  carriers,  one  from  each  of  the  five  small  employer  carriers 
with  the  highest  annual  premium  volume  derived  from  health  benefit  plans  issued  to  small 
employers  in  Montana  in  the  previous  calendar  year  and  one  from  the  remaining  small  employer 
carriers.  One  member  of  the  board  must  be  a  person  licensed,  certified,  or  otherwise  authorized 
by  the  laws  of  Montana  to  provide  health  care  in  the  ordinary  course  of  business  or  in  the 
practice  of  a  profession.  One  member  of  the  board  must  be  a  small  employer  who  is  not  active 
in  the  health  care  or  insurance  fields.  One  member  of  the  board  must  be  a  representative  of  the 
general  public  who  is  employed  by  a  small  employer  and  is  not  employed  in  the  health  care 
or  insurance  fields. 

(ii)  The  initial  board  members'  terms  are  as  follows:  one-third  of  the  members  shall  serve 
a  term  of  1  year;  one-third  of  the  members  shall  serve  a  term  of  2  years;  and  one-third  of  the 
members  shall  serve  a  term  of  3  years.  Subsequent  board  members  shall  serve  for  a  term  of  3 
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years.  A  board  member's  term  continues  until  that  member's  successor  is  appointed. 

(iii)  A  vacancy  on  the  board  must  be  filled  by  the  commissioner.  The  commissioner  may 
remove  a  board  member  for  cause. 

(3)  Within  60  days  of  July  1,  1993,  and  on  or  before  March  1  of  each  year  after  that 
date,  each  assessable  carrier  shall  file  with  the  commissioner  the  carrier's  net  health  insurance 
premium  derived  from  health  benefit  plans  issued  in  this  state  in  the  previous  calendar  year. 

33-22-1819.  Program  plan  of  operation  -  treatment  of  losses  exemption  from 
taxation.  (1)  Within  180  days  after  the  appointment  of  the  initial  board,  the  board  shall  submit 
to  the  commissioner  a  plan  of  operation  and  may  at  any  time  submit  amendments  to  the  plan 
necessary  or  suitable  to  ensure  the  fair,  reasonable,  and  equitable  administration  of  the  program. 
The  commissioner  may,  after  notice  and  hearing,  approve  the  plan  of  operation  if  the 
commissioner  determines  it  to  be  suitable  to  ensure  the  fair,  reasonable,  and  equitable 
administration  of  the  program  and  if  the  plan  of  operation  provides  for  the  sharing  of  program 
gains  or  losses  on  an  equitable  and  proportionate  basis  in  accordance  with  the  provisions  of  this 
section.  The  plan  of  operation  is  effective  upon  written  approval  by  the  commissioner. 

(2)  If  the  board  fails  to  submit  a  suitable  plan  of  operation  within  180  days  after  its 
appointment,  the  commissioner  shall,  after  notice  and  hearing,  promulgate  and  adopt  a 
temporary  plan  of  operation.  The  coimnissioner  shall  amend  or  rescind  any  temporary  plan 
adopted  under  this  subsection  at  the  time  a  plan  of  operation  is  submitted  by  the  board  and 
approved  by  the  commissioner. 

(3)  The  plan  of  operation  must: 

(a)  establish  procedures  for  the  handling  and  accounting  of  program  assets  and  money 
and  for  an  annual  fiscal  reporting  to  the  commissioner; 

(b)  establish  procedures  for  selecting  an  administering  carrier  and  setting  forth  the  powers 
and  duties  of  the  administering  carrier; 

(c)  establish  procedures  for  reinsuring  risks  in  accordance  with  the  provisions  of  this 
section; 

(d)  establish  procedures  for  collecting  assessments  from  assessable  carriers  to  fund  claims 
incurred  by  the  program; 

(e)  establish  procedures  for  allocating  a  portion  of  premiums  collected  from  reinsuring 
carriers  to  fund  administrative  expenses  incurred  or  to  be  incurred  by  the  program;  and 

(f)  provide  for  any  additional  matters  necessary  for  the  implementation  and  administration 
of  the  program. 

(4)  The  program  has  the  general  powers  and  authority  granted  under  the  laws  of  this  state 
to  insurance  companies  and  health  maintenance  organizations  licensed  to  transact  business, 
except  the  power  to  issue  health  benefit  plans  directly  to  either  groups  or  individuals.  In 
addition,  the  program  may: 

(a)  enter  into  contracts  as  are  necessary  or  proper  to  carry  out  the  provisions  and 
purposes  of  this  part,  including  the  authority,  with  the  approval  of  the  commissioner,  to  enter 
into  contracts  with  similar  programs  of  other  states  for  the  joint  performance  of  common 
functions  or  with  persons  or  other  organizations  for  the  performance  of  administrative  functions; 

(b)  sue  or  be  sued,  including  taking  any  legal  actions  necessary  or  proper  to  recover  any 
premiums  and  penalties  for,  on  behalf  of,  or  against  the  program  or  any  reinsuring  carriers; 
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(c)  take  any  legal  action  necessary  to  avoid  the  payment  of  improper  claims  against  the 
program; 

(d)  define  the  health  benefit  plans  for  which  reinsurance  will  be  provided  and  to  issue 
reinsurance  policies  in  accordance  with  the  requirements  of  this  part; 

(e)  establish  conditions  and  procedures  for  reinsuring  risks  under  the  program; 

(f)  establish  actuarial  functions  as  appropriate  for  the  operation  of  the  program; 

(g)  appoint  appropriate  legal,  actuarial,  and  other  committees  as  necessary  to  provide 
technical  assistance  in  operation  of  the  program,  policy  and  other  contract  design,  and  any  other 
function  within  the  authority  of  the  program; 

(h)  to  the  extent  permitted  by  federal  law  and  in  accordance  with  subsection  (8)(c),  make 
annual  fiscal  yearend  assessments  against  assessable  carriers  and  make  interim  assessments  to 
fund  claims  incurred  by  the  program;  and 

(i)  borrow  money  to  effect  the  purposes  of  the  program.  Any  notes  or  other  evidence  of 
indebtedness  of  the  program  not  in  default  are  legal  investments  for  carriers  and  may  be  carried 
as  admitted  assets. 

(5)  A  reinsuring  carrier  may  reinsure  with  the  program  as  provided  for  in  this  subsection 
(5): 

(a)  With  respect  to  a  basic  health  benefit  plan  or  a  standard  health  benefit  plan,  the 
program  shall  reinsure  the  level  of  coverage  provided  and,  with  respect  to  other  plans,  the 
program  shall  reinsure  up  to  the  level  of  coverage  provided  in  a  basic  or  standard  health  benefit 
plan. 

(b)  A  small  employer  carrier  may  reinsure  an  entire  employer  group  within  60  days  of 
the  commencement  of  the  group's  coverage  under  a  health  benefit  plan. 

(c)  A  reinsuring  carrier  may  reinsure  an  eligible  employee  or  dependent  within  a  period 
of  60  days  following  the  commencement  of  coverage  with  the  small  employer.  A  newly  eligible 
employee  or  dependent  of  the  reinsured  small  employer  may  be  reinsured  within  60  days  of  the 
commencement  of  coverage. 

(d)(i)  The  program  may  not  reimburse  a  reinsuring  carrier  with  respect  to  the  claims  of 
a  reinsured  employee  or  dependent  until  the  carrier  has  incurred  an  initial  level  of  claims  for  the 
employee  or  dependent  of  $5,000  in  a  calendar  year  for  benefits  covered  by  the  program.  In 
addition,  the  reinsuring  carrier  is  responsible  for  20%  of  the  next  $100,000  of  benefit  payments 
during  a  calendar  year  and  the  program  shall  reinsure  the  remainder.  A  reinsuring  carrier's 
liability  under  this  subsection  (d)(i)  may  not  exceed  a  maximum  limit  of  $25,000  in  any  calendar 
year  with  respect  to  any  reinsured  individual. 

(ii)  The  board  annually  shall  adjust  the  initial  level  of  claims  and  maximum  limit  to  be 
retained  by  the  carrier  to  reflect  increases  in  costs  and  utilization  within  the  standard  market  for 
health  benefit  plans  within  the  state.  The  adjustment  may  not  be  less  than  the  annual  change  in 
the  medical  component  of  the  consumer  price  index  for  all  urban  consumers  of  the  United  States 
department  of  labor,  bureau  of  labor  statistics,  unless  the  board  proposes  and  the  commissioner 
approves  a  lower  adjustment  factor. 

(e)  A  small  employer  carrier  may  terminate  reinsurance  with  the  program  for  one  or 
more  of  the  reinsured  employees  or  dependents  of  a  small  employer  on  any  anniversary  of  the 
health  benefit  plan. 

(0  A  small  employer  group  health  benefit  plan  in  effect  before  January  1,  1994,  may  not 
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be  reinsured  by  the  program  until  January  1,  1997,  and  then  only  if  the  board  determines  that 
sufficient  funding  sources  are  available. 

(g)  A  reinsuring  carrier  shall  apply  all  managed  care  and  claims-handling  techniques, 
including  utilization  review,  individual  case  management,  preferred  provider  provisions,  and 
other  managed  care  provisions  or  methods  of  operation  consistently  with  respect  to  reinsured  and 
nonreinsured  business. 

(6)(a)  As  part  of  the  plan  of  operation,  the  board  shallestablish  a  methodology  for 
determining  premium  rates  to  be  charged  by  the  program  for  reinsuring  small  employers  and 
individuals  pursuant  to  this  section.  The  methodology  must  include  a  system  for  classification 
of  small  employers  that  reflects  the  types  of  case  characteristics  commonly  used  by  small 
employer  carriers  in  the  state.  The  methodology  must  provide  for  the  development  of  base 
reinsurance  premium  rates  that  must  be  multiplied  by  the  factors  set  forth  in  subsection  (6)(b) 
to  determine  the  premium  rates  for  the  program.  The  base  reinsurance  premium  rates  must  be 
established  by  the  board,  subject  to  the  approval  of  the  commissioner,  and  must  be  set  at  levels 
that  reasonably  approximate  gross  premiums  charged  to  small  employers  by  small  employer 
carriers  for  health  benefit  plans  with  benefits  similar  to  the  standard  health  benefit  plan,  adjusted 
to  reflect  retention  levels  required  under  this  part. 

(b)  Premiums  for  the  program  are  as  follows: 

(i)  An  entire  small  employer  group  may  be  reinsured  for  a  rate  that  is  one  and  one-half 
times  the  base  reinsurance  premium  rate  for  the  group  established  pursuant  to  this  subsection  (6). 

(ii)  An  eligible  employee  or  dependent  may  be  reinsured  for  a  rate  that  is  five  times  the 
base  reinsurance  premium  rate  for  the  individual  established  pursuant  to  this  subsection  (6). 

(c)  The  board  periodically  shall  review  the  methodology  established  under  subsection 
(6)(a),  including  the  system  of  classification  and  any  rating  factors,  to  ensure  that  it  reasonably 
reflects  the  claims  experience  of  the  program.  The  board  may  propose  changes  to  the 
methodology  that  are  subject  to  the  approval  of  the  commissioner. 

(d)  The  board  may  consider  adjustments  to  the  premium  rates  charged  by  the  program 
to  reflect  the  use  of  effective  cost  containment  and  managed  care  arrangements. 

(7)  If  a  health  benefit  plan  for  a  small  employer  is  entirely  or  partially  reinsured  with  the 
program,  the  premium  charged  to  the  small  employer  for  any  rating  period  for  the  coverage 
issued  must  meet  the  requirements  relating  to  premium  rates  set  forth  in  33-22-1809. 

(8)(a)  Prior  to  March  1  of  each  year,  the  board  shall  determine  and  report  to  the 
commissioner  the  program  net  loss  for  the  previous  calendar  year,  including  administrative 
expenses  and  incurred  losses  for  the  year,  taking  into  account  investment  income  and  other 
appropriate  gains  and  losses. 

(b)  To  the  extent  permitted  by  federal  law,  each  assessable  carrier  shall  share  in  any  net 
loss  of  the  program  for  the  year  in  an  amount  equal  to  the  ratio  of  the  total  premiums  earned 
in  the  previous  calendar  year  from  health  benefit  plans  delivered  or  issued  for  delivery  by  each 
assessable  carrier  divided  by  the  total  premiums  earned  in  the  previous  calendar  year  from  health 
benefit  plans  delivered  or  issued  for  delivery  by  all  assessable  carriers  in  the  state. 

(c)  The  board  shall  make  an  aimual  determination  in  accordance  with  this  section  of  each 
assessable  carrier's  liability  for  its  share  of  the  net  loss  of  the  program  and,  except  as  otherwise 
provided  by  this  section,  make  an  annual  fiscal  yearend  assessment  against  each  assessable 
carrier  to  the  extent  of  that  liability.  If  approved  by  the  commissioner,  the  board  may  also  make 
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interim  assessments  against  assessable  carriers  to  fund  claims  incurred  by  the  program.  Any 
interim  assessment  must  be  credited  against  the  amount  of  any  fiscal  yearend  assessment  due  or 
to  be  due  from  an  assessable  carrier.  Payment  of  a  fiscal  yearend  or  interim  assessment  is  due 
within  30  days  of  receipt  by  the  assessable  carrier  of  written  notice  of  the  assessment.  An 
assessable  carrier  that  ceases  doing  business  within  the  state  is  liable  for  assessments  until  the 
end  of  the  calendar  year  in  which  the  assessable  carrier  ceased  doing  business.  The  board  may 
determine  not  to  assess  an  assessable  carrier  if  the  assessable  carrier's  liability  determined  in 
accordance  with  this  section  does  not  exceed  $10. 

(9)  The  participation  in  the  program  as  reinsuring  carriers;  the  establishment  of  rates, 
forms,  or  procedures;  or  any  other  joint  collective  action  required  by  this  part  may  not  be  the 
basis  of  any  legal  action,  criminal  or  civil  liability,  or  penalty  against  the  program  or  any  of  its 
reinsuring  carriers,  either  jointly  or  separately. 

(10)  The  board,  as  part  of  the  plan  of  operation,  shall  develop  standards  setting  forth  the 
minimum  levels  of  compensation  to  be  paid  to  producers  for  the  sale  of  basic  and  standard  health 
benefit  plans.  In  establishing  the  standards,  the  board  shall  take  into  consideration  the  need  to 
ensure  the  broad  availability  of  coverages,  the  objectives  of  the  program,  the  time  and  effort 
expended  in  placing  the  coverage,  the  need  to  provide  ongoing  service  to  small  employers,  the 
levels  of  compensation  currently  used  in  the  industry,  and  the  overall  costs  of  coverage  to  small 
employers  selecting  these  plans. 

(11)  The  program  is  exempt  from  taxation. 

(12)  On  or  before  March  1  of  each  year,  the  commissioner  shall  evaluate  the  operation 
of  the  program  and  report  to  the  governor  and  the  legislature  in  writing  the  results  of  the 
evaluation.  The  report  must  include  an  estimate  of  future  costs  of  the  program,  assessments 
necessary  to  pay  those  costs,  the  appropriateness  of  premiums  charged  by  the  program,  the  level 
of  insurance  retention  under  the  program,  the  cost  of  coverage  of  small  employers,  and  any 
recommendations  for  change  to  the  plan  of  operation. 

33-22-1820.  Periodic  market  evaluation  ~  report.  The  board,  in  consultation  with 
members  of  the  committee,  shall  study  and  report  at  least  every  3  years  to  the  commissioner  on 
the  effectiveness  of  this  part.  The  report  must  analyze  the  effectiveness  of  this  part  in  promoting 
rate  stability,  product  availability,  and  coverage  affordability.  The  report  may  contain 
recommendations  for  actions  to  improve  the  overall  effectiveness,  efficiency,  and  fairness  of  the 
small  employer  health  insurance  markets.  The  report  must  address  whether  carriers  and 
producers  are  fairly  and  actively  marketing  or  issuing  health  benefit  plans  to  small  employers 
in  fulfillment  of  the  purposes  of  this  part.  The  report  may  contain  recommendations  for  market 
conduct  or  other  regulatory  standards  or  action. 

33-22-1821.  Waiver  of  certain  laws.  A  law  that  requires  the  inclusion  of  a  specific 
category  of  licensed  health  care  practitioners  and  a  law  that  requires  the  coverage  of  a  health 
care  service  or  benefit  do  not  apply  to  a  basic  health  benefit  plan  delivered  or  issued  for  delivery 
to  small  employers  in  this  state  pursuant  to  this  part  but  do  apply  to  a  standard  health  benefit 
plan  delivered  or  issued  for  delivery  to  small  employers  in  this  state  pursuant  to  this  part. 

33-22-1822.  Administrative  procedure.  The  commissioner  shall  adopt  rules  in 
accordance  with  the  Montana  Administrative  Procedure  Act  to  implement  and  administer  this 
part. 
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